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This issue contains a series of articles about the proposal that Britain should 
participate in the projected Free Trade Area for Europe. Mr. ¥. Black was 
invited to write an introductory article bringing together such readily available 
Statistics as might provide a background against which the problems raised 
could be put into perspective. His article was then circulated to a number of 
leading economists who were asked to comment on it and to discuss any specific 
aspects of the proposals which seemed to them of especial importance. 


THE IMPLICATIONS OF THE PROPOSED EUROPEAN 
FREE -TRADE AREA 


By J. BLack 


- The purpose of this article is to provide some of the facts relevant to the 
implications for Great Britain of the proposed European Free Trade Area. 
The proposal under discussion is that the six ‘Schumann Plan’ countries, which 
already belong to the European Coal and Steel Community and operate a 
‘Common Market’ for these products, should gradually over the next 12 to 15 
years abolish tariffs on all trade among themselves, and have a common 
tariff against the goods of non-members. This plan would have the effect of 
confronting other countries, including Great Britain, with a choice between 
entering the Customs Union, making some form of special arrangement with 
it, or having their goods put at a disadvantage, relatively to the goods of any 
member, in selling to other members of the common market. The British 
Government has declared itself in favour of the second alternative, and at 
present favours the setting up of a ‘ Free Trade Area’ between the countries 
belonging to the customs union and Britain, by which Britain would 
gradually abolish tariffs on imports of non-agricultural goods from the 
customs union countries, which would do the same in return, but would 
retain her present tariff structure as regards trade with non-members, so 
that Britain’s present preferential arrangements, which favour trade with the 
Commonwealth countries, could be retained. 

Although the British Government is :1t present in favour of excluding 
agricultural commodities from the scope of the free trade area, it remains to 


4 THE BULLETIN 


be seen whether this will prove acceptable either to the other members, or 
to the members of the General Agreement on Tariffs and Trade. However, 
as Britain is not the only country whose agriculturalists are likely to jib at 
free trade it seems realistic to discuss the proposals on the assumption that 
the British Government’s proposals will—in some form and for some 
consideration—be accepted. 

It is uncertain, if the customs union and associated free trade area are 
set up, how many countries would wish to join such a system, whether as 
full members of the customs union, or by arrangements similar to Britain’s 
Thus in considering the advantages and disadvantages, we cannot be certain 
what the size of the new group would be; all the information given below is 
therefore related to two possibilities, which may perhaps be regarded as the 
limits of what could happen. The smallest possible group of members 
would be the six Schumann Plan countries, which at present form the 
European Coal and Steel Community; i.e. France, Western Germany, 
Italy, the Netherlands, Belgium and Luxembourg. A second possibility 
would be these plus Great Britain; but even if Britain did not join some other 
European countries, particularly Austria, Switzerland and Denmark, might 
well join, and if Britain did join then other countries would be encouraged 
to do so, notably Norway and Sweden. Thus we take as the maximum 
possible group, for purposes of argument, the whole of the European 
membership of the O.E.E.C., plus Finland, but excluding Turkey. Some 
members of the group thus defined might well feel unable to join, e.g. Greece 
or Portugal, but their share in O.E.E.C. trade and production is small. 
Though non-European countries might be invited to join, the prospects of 
their doing so appear to be small. 

The theoretical arguments in favour of the new common market all rely 
on various economies it would make possible. These arise from three main 
causes; the first is the possibility of increased productive efficiency in cases 
where the existing national markets do not allow of production on the opti- 
mum scale, or where this would be possible within national markets only at 
the cost of a degree of standardisation unacceptable to consumers. The 
second is a greater utilisation of differences in comparative costs, by having 
greater international specialisation, and locating production of each type of 
good where it is most economical, though here the proposed exclusion of 
agricultural products would remove one of the greatest potential sources of 
benefit. The third is the effect of increased competition in stimulating 
greater efficiency on the part of management and labour; here the existence 
of tariffs may not be the most important source of restrictionism. Some of 
the main arguments against Britain joining a European Free Trade Area are 
given below; but before going on to these let us consider some of the facts 
_ relevant to the arguments in favour of the scheme. 

To develop an adequate factual background to all these arguments would 
necessitate a series of detailed studies of particular industries and an attempt 
to forecast in which of the ways mentioned above a greater measure of 
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freedom of trade would affect them, given the human and natural resources 
involved, their forms of organisation, etc. Such specialist studies cannot be 
improvised, so we must perforce be content with certain macro-economic 
information concerning both the size of the proposed European market, and 
the present trade in various commodity groups. While it cannot be assumed 
that the benefits of freer trade within any area increase in direct proportion 
to its size, by any given measure, it would appear reasonable to suppose 
that, for some industries at least, the benefits are an increasing function of 
the size of the new European market, and to compare it with the existing 
industrial giants, the U.S.A. and the U.S.S.R. 

The total population of the ‘Schumann Plan’ Countries is 161 million: 
that of Britain is 51 million, and that of the rest of Western Europe a further 
51 million (including Denmark, Norway, Sweden and Finland, with 19 
million between them, and Austria, Eire, Greece, Iceland, Portugal and 
Switzerland with 314 million between them). Thus if Britain or the other 
Western European Countries joined, the population of the Free Trade Area 
would be 212 million, or if both joined, 263 million. This compares with 
166 million in the U.S.A. and 215 million in the U.S.S.R. Since agricultural 
products are excluded from the proposals, it is also interesting to compare 
the labour force in Mining and Manufacturing, in the various countries. 
Thus in Britain, in 1951, of a total force of 23.2 million, 9.5 million or 41 per 
cent were in these occupations,! whereas in the Schumann Plan Countries, 
of a total labour force of 69.5 million, 21.3 million or 30.7 per cent worked 
in mining or manufacturing. In the rest of Western Europe, of a total 
labour force of 18.6 million, 4.9 million or 26.5 per cent worked in these 
groups. Thus if all the Western European countries were to join a Free 
Trade Area, it would contain a total labour force of over 111 million with 
35-7 million or 32 per cent in mining and manufacturing, and Britain would 
have access to a market containing 4.8 times her own total labour force, and 
32 times her labour force employed in mining and manufacturing. This 
compares with 60 million total labour force, of whom 17.1 million, or 28.5 
per cent worked in mining or manufacturing in the United States in 1951. 

Not all of the countries involved are equally rich; the size of the market 
they offer is governed by their total national incomes. Their Gross National 
Products may be compared (using official exchange rates); in 1954 Britain’s 
G.N.P. was £17,900 mn., the total G.N.P. of the Schumann Plan Countries 
were £40,840 mn., and those for the rest of Western Europe £9,800 mn.; 
thus the combined G.N.P.’s of the Free Trade Area, if Britain joined, would 
be £68} billion or nearly four times that of Britain alone. The United States 
G.N.P. in 1954 was £129 billion, or much larger than the largest possible 
European market—though it is hoped that greater co-operation between the 
European countries would enable them to increase the rate of growth of 
their total production. 


1In 1955, of a total working force of 23,912,000, 10,068,000 or 42 per cent were in 
Mining and Quarrying and Manufacturing. 
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TABLE I 
Working Population in Mining and M anufacturing 
Note. The totals for groups of countries are figures for different dates, and can thus 
be used to indicate orders of-m agnitude only. Figures in 000s. 


Total Mining Manu- | Man. & Percent- 
Econ. G& Quar- facturing|M. &Q. age of 
Active pop. rying total 


23,181 865 8,646 
23,912 862 9,206 


Area Census 


9,511 41.1 
Great Britain 10,068 42.1 


Schumann Plan Countries 


W. Germany 21,379 669 7,193 7,862 36.8 
France 20,520 376 4,518 4,894 23.8 
Ltalysee--- Ste me 20,080 (13) Seri! 5,990 29.8 
Belgium & Luxembourg 3,616 195 1,351 1,546 42.7 
Netherlands ee 3,866 52 925 977 25.2 


69,461 1,305 19,964 21,269 30.7 


Total =os sae ais 
Scandinavia | 


Denmark 2,063 4 539 | 543 26.3 
Finland ... 1,984 6 411 | 417 21.0 
Norway ... 1,388 9 358 j 367 26.4 
Sweden 3,105 16 972 | 988 31.8 
Total 8,540 35°. 2:280!1 9231s 273 
Other Western European 
Countries 
Austria 3,361 51 897 | 948 28.2 
Eire ee L272 10 193 203 16.0 
Portugal 3,288 26 620 646 19.7 
Switzerland 2,156 6 823 829 38.4 
Total 10,077 93 2;533 2,626 26.1 
Total of W. Europe includ- 
ing U.K. (1957) i 111,259 2,298 33,423 35,721 32.1 
British (1951) Share of 
Total W. Europe % 20.8% 37.7% 25.8% | 26.6% 
Compare U.S.A. including; 
Alaska aie sel L950) 60,104 970 16,118 17,088 28.3 


Sources. All except Italy; United Nations Demographic Yearbook for 1955, Table 16. 
Great Britain includes Northern Ireland. Western Germany includes W. Berlin and the 
Saar. The last column shows producers in Mining and Quarrying and Manufacturing as 
a percentage of total economically active population. For Italy the figure used for Manu- 
facturing is that given for ‘Industry’ in the Oxford Economic Atlas, Index, p. 84. For 
mining the figures for hard-coal and iron ore arise from the 4th General Report of the 
E.C S.C. (the true figures must be higher than this). 


It is not possible to treat every industry individually, but the figures for 
the production of coal, steel, and electric power in the various European 
countries tell the same story about the size of the Common Market. In 1954 
the six ‘Schumann Plan’ countries produced 242 mn. metric tons of coal, 
and Britain produced 228 mn. tons, making a total of 470 mn. tons, or 32 
per cent of total world production. For comparison, the United States 
produced 380 mn. tons (254 per cent of world production) and the Soviet 
Union 259 mn. tons (17} per cent of the world total). 
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TABLE II 
Population and Gross National Product of European Countries 


_ Note. 1954 Population in ’000s. Gross National Product in 1954, at current prices and 
in £ Sterling converting at official Exchange rates. 


eS a ee ee ee 


Country or Group Population GIN, Bs G.N.P. 
(000) (£mn) (£ per head) 
We 51,200 17,900 350 
Schumann Plan Countries 
Western Germany ... eae xe 50,690 12,400 245 
France... oes she 532 ae 43,000 15,700 365 
Italy ... WE ate os ae 47,665 7,040 148 
Belgium and Luxembourg ... a8e 9,125 3,200 351 
Netherlands oe Rare ae 10,615 2,500 236 
LOtal Sees. c pes coet os 161,095 40,840 253 
Scandinavia 
Denmark oe =P ee Bie 4,406 1,420 322 
Finland a5 ite oh Pe 4,190 1,290 308 
Norway =e re 555 8c 3,392 1,140 336 
Sweden soe ae oa es 7,214 2,900 402 
Total S08 ae ee sae 19,202 6,750 351 
Rest of W. Europe 
Austria ae as — See 6,969 1,200 172 
ire ances se “Si Bas ae 2,993 513 171 
Greece Safe ae =e ae 7,901 660 84 
Portugal ja ais ase 8 8,693 615 71 
Switzerland ... sive ane ape 4,923 N.A. N.A. 
Iceland sii AS ees so 154 63 409 
Lotal-y—..: 5 — ai 31,633 3,051* 114* 
Total of W. Europe including U.K. 263,130 68,541* 266* 


Population of other major areas in 1954 


U.S.A. (including Alaska) 162,617 
ee eee er eee ee Tk. + 214-500 
Eastern Europe (excluding U.S.S.R. and Yugoslavia)... Bary Total 307,37), 


* Excluding Switzerland. 

Sources: Population, U.N. Demographic Yearbook for 1955, Section 1. Western Germany 
includes W. Berlin and the Saar. G.N.P., E.C.E. Economic Survey of Europe in 1955, 
pp. 57 et seq. (Belgian figures adjusted to allow for Luxembourg), except Eire and Iceland, 
which are taken from 7th Report of the O.E.E.C:, Feb. 1956. However, for an alternative 
and lower estimate of Soviet population, see the article by A. Nove in this issue. 


In steel the situation is similar: in 1955 the Schumann Plan countries 
produced 44 mn. tons of crude steel, and Britain produced 19 mn. tons, 
making a total of 63 mn. tons, or 28 per cent of the world’s total steel pro- 
duction. This compares with 80 mn. tons in the United States (36 per cent 
of the world total), and 41 mn. tons in the U.S.S.R. (183 per cent of the 
total). 

e 1953 Britain generated 66 billion kilowatt-hours of electric power; the 
Schumann Plan countries generated 153 billion, and the rest of Western 
Europe 76 billion, making a total of 295 billion for Western Europe as a 
whole. This can be compared with 133 billion in the U.S.S.R. and, 699 
billion kilowatt-hours in the U.S.A. plus Canada (in 1955). 
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TaBLeE III 


Western Europe's Share in World Production of Coal and Steel 
Mn. metric tons, and per cent of total world output 


Country | Coal (1954) Steel (1955) 

| mn. tons oC mn. tons es 
World Total ... lea oa a =| 4,480 100.0 223 100.0 

Schumann Plan Countries 

(=Coal and Steel Community) ... aay 242-7 16.3 43.8 LOST 
Great Britain nes aoe see | 227.9 15.4 18.8 8.4 
S.P. plus Great Britain ne ene vi 469.6 31.7 62.6 28.1 
U.S.A. ck Rees Ms ee eee 25.7 80.1 36.0 
USS: a ies saa ae --| 259.0 5 41.0 18.4 


Source: 4th General Report of the Activities of the Community, European Coal and Steel 
Community, 1956. pp. 79 (Coal) and 52 (Steel). The latest complete year’s figures are used. 
The totals for all Western Europe would be slightly larger than those shown for the E.C.S.C. 
plus Great Britain, as the output of Sweden, Austria, etc., is not shown here. 


TaBLeE IV 


Production of Electric Power in 1953 
000 mn kilowatt-hours and per cent of Western European Total 


oO’ 
—o= 


Great Britain ... 


Schumann Plan Countries 


Other Western European Countries 

W..Germany and Saar Austria - = Soo aerte) 
France ate nae res -. aan Se co ES 
Itsly sie Se Greece se aoe ca AY 
Belgium and Luxg. Portugal ou Sree oe 
Netherlands . Switzerland +3 Arti I Is 

Total Total ee ae emg 3.5 

Scandinavia Total Western Europe... 294.9100. 

Denmark 
Finland 
Norway Compare total U.S.S.R. ... 133.0 
Sweden 

Total 


Source: E.C.E. Economic Survey of Europe in 1954, p. 208. 


Thus, taking three of the basic industries essential for a modern economy, 
membership of the European Free Trade Area would mean that Britain 
formed part of a market over twice her present size measured in terms of 
coal, 3} times in terms of steel production, and 4} times her present size 
measured in terms of electric power generated. 

In considering the possibilities of benefits from freer trade within 
Western Europe we should first see how much trade is carried on even with 
the present limitations, which include not only tariffs but quantitative 


controls, though these have been greatly reduced since 1950 under the 
O.E.E.C.’s ‘ trade liberalisation ’ programme. , 
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TABLE V 


Progress in Trade Liberalisation by Britain and the Schumann Plan Countries 
up to 31st December, 1955 


Note. Figures refer to percentage of imports from O.E.E.C. members freed from quan- 


titative controls, average of types of goods currently under private trading, but weighted 
by their importance in trade in 1948. 


Country Food and Raw Manufactured Total 


foodstuffs materials products 


>75 >75 >90 


U.K 89.8 84.8* 
W. Germany 81.3 91.3 
France ... 63.2* 77.5* 
ftaly"..- 97.6 99.1 
Benelux 69.0* 91.1 


Source: O.E.E.C. 7th Annual Report, Feb. 1956, p. 67. 
* Indicates target not reached. 


TaBLE VI 
Exports of Goods and Services per capita and as per cent Pate One es Pe NOL ONS Ot 12) eae G.N.P. in 1954 


Exports of goods | Exports of goods | Exports of goods of goods | Exports of goods | Exports of goods 


| 
Country and services and services | and services 
£mn rj per capita as percent of 
| G.N.P. 
Great Britain... see ee 4,200 82 | 2345 
ie a i ei ee ay 
Schumann Plan Countries | 
W. Germany ...| 2,690 53 2157, 
France ... ae ars sn -1pee, S50) 55 j 415.2 
etaly™ oor “oe ee OL. 17 11.5 
Belgium and Tastee. a5 (08,036 114 32.4 
Netherlands... sis ale l250) 120 Died 
Total at ih io 8,196 51 | 20.2 
Scandinavia 
Denmark a nee ---| 460 104 32.4 
Finland ae 0 as) 28D) 68 22.1 
Norway a4: ies Bl) © 435 128 38.2 
Sweden Bee Ss 253\|OZZ | 86 21.4 
Total... Ee 2 ies 1,802 nerdboes, paotus 26.7 
Other Countries 
Austria ... = te a.) 8 286 41 23.8 
Eire Le +3 Ae a |e 10 59 i ee 
Greece ... Rec Bee oop 83 10.5 | 1 3 
Iceland ... = es it 28.5 185 ie 
Portugal sot avs elt dle | gal 3: teres 8. 
——_ | ———— ——_— 
ee EE 
Total ... bie “oe 685.5 26 Laie = 15p 5 
~~ Total W. Europe, incld. G.B. 14,883.5 whe 21.7 


for Eire and 
Source: E.C.E. Economic Survey of Europe in 1955, pp. 57 et seq., except 
Iceland for which O.E.E.C. 7th Annual Repc ‘ Population and G.N.P. as in Table IT. 
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We should also consider the importance of international trade to the 
various members of the Free Trade Area. Comparing total exports with gross 
national product for various countries in 1954, we find that exports (including 
exports of services as well as goods) in Britain formed 233 per cent of the 
G.N.P., or slightly more than the average for Western Europe as a whole, 
which was 214 per cent. For Western Germany, France and Italy the pro- 
portion of exports to G.N.P. was lower than in Britain, whereas for Belgium 
and Luxembourg and the Netherlands it was higher. Within the Schumann 
Plan group the proportion ranged from 11} per cent in Italy to 51 per cent 
in the Netherlands. 

It is also of interest to see how much of the trade of the countries of 
Western Europe was done with each other. Using an average of the propor- 
tions of their exports in 1951, 1953 and 1955 going to Great Britain, to the 
Schumann Plan Countries, and to the whole of Western Europe, including 
these and other countries, the results are as follows: of the Schumann 
Plan Countries, the Netherlands had the highest percentage of exports 
going to Great Britain (134 per cent), and Western Germany had the lowest 
(43 per cent). The Schumann Plan countries sent between 19} per cent 
(France) and 39 per cent (Belgium and Luxembourg) to each other, whereas 
only 12 per cent of Britain’s total exports went to Schumann Plan countries. 
The proportion of total exports going to all Western European countries, 
including Britain, varied among Schumann Plan countries from 414 per cent 
in France to 66 per cent in the Netherlands, while Britain sold 30 per cent 
of her total exports to all Western European countries. This compares with 
45 per cent of British exports in the same years which went to the Sterling 
Area (excluding Eire). 


TaBLeE VII 
Percentage of British Exports going to Various Regions 


Note. Exports include re-exports. Eire and Iceland are included in W. Europe and 
excluded from Sterling Area . 


Region 1951 1953 1955 | Average 
Sterling Area... ews oe 44.2 44.9 45.4 | 44.8 
Dollar Area ~ See 11.6 14.4 13.3 | 13.1 
W. Europe = se e. 28.3 30.8 30.9 | 30.0 
12.1 


Other Countries ... See <se 15.9 9.9 10.4 


Source: U.N. Statistical Office, Commodity Trade Statistics (Series D. Vol. III no. 4 and 
Vol. V no. 4), Summary Tables for 1953 and 1955. E.C.E. Economic Survey of Europe since 
the war, 1954 Table LV, pp. 300 e¢ seg. for 1951. 1951 proportion shows shares of exports to 
each region valued at 1948 prices: for Areas see notes to Table VIII. 


The sources of imports show similar resuits. Here, on an average of | 
1953 and 1955, Britain obtained 27 per cent of her imports from Western 
Europe as a whole, and 11} per cent from the Schumann Plan Countries; 
this compares with 39} per cent from the Sterling Area and 20 per cent from 
the Dollar Area. The Schumann Plan Countries obtained 6 per cent of their 
total imports from Britain, and 47} per cent from Western Europe (including 
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both Great Britain and each other); again the proportions taken from Britain 
ranged from 4 per cent (Germany) to 9 per cent (the Netherlands), and the 
Proportion from Western Europe as a whole from 31 per cent (France) to 
58 per cent (Belgium and Luxembourg). 

In considering the possible effects on British industry of entry into a 
Free Trade Area, we also need to examine the composyion of trade between 
Britain and Europe. In 1951! the Schumann Plan Countries took ro per cent 
of Britain’s total exports, and the whole of Western Europe, including these, 
took 28 per cent of the total. A tenth of Britain’s exports, both to the Schu- 
mann Plan countries and to the whole of Western Europe consisted of raw 
materials, which were very largely the produce of Commonwealth countries 
shipped to Britain and re-exported. The same can be said of much of the 
63 per cent of her exports to the Schumann Plan Countries which consisted 
of food, drink and tobacco. 

Exports of goods which were actually produced in Britain (though almost 
all of her exports have some imported materials in them, directly or indirectly) 
can be classified as follows, the percentages referring to proportions of 
manufactured exports, z.e. total exports minus raw materials, food, drink and 
tobacco, and ‘unspecified’. The largest group was machinery, forming 
22 per cent of her home-produced exports to all areas—as of British exports 
to Western Europe as a whole and to the Sterling Area. The Schumann 
Plan countries, however, took a relatively large proportion (26 per cent) of 
British exports to them in machinery.’ 

The next largest group was textiles, with 21 per cent of the total to all 
areas; the whole of Western Europe took slightly less from this group (20 
per cent), and within Western Europe the Schumann Plan Countries took 
only 14 per cent in textiles; 22 per cent of British exports to the Sterling 
Area, on the other hand, consisted of textiles. 

The third major group of exports was transport equipment and private 
motor vehicles. These accounted for 21 per cent of total exports, but 244 
per cent of exports to Western Europe as a whole fell within this group, 
though it accounted for only 224 per cent of exports to the Schumann Plan 
countries; while the Sterling Area took 21 per cent from these groups. These 
figures however cover a major difference between private cars and other 
forms of transport equipment; private cars accounted for a quarter of this 
group, in total exports, at 54 per cent of total exports, but whereas the 
Sterling Area took 54 per cent of British exports to it in cars, and only 
15 per cent in other transport equipment, Western Europe took only 34 
per cent in cars, but 21 per cent in other transport equipment. 

The other groups of exports were metals and metal manufactures, with 
13 per cent of the total, chemicals with 8 per cent and ‘ other manufactures ’ 


11951 is in many ways a bad year to choose since German recovery from the War 
was far from completa: but it is the latest year for which the author has been able to obtain 
figures classified by suitable commodity groups and destinations. 

2 See the notes to Table XI for the limitations on the significance of these figures. 
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TaBLeE IX 
Sources of Imports, 1953 and 1955 
Total | Dollar Sterling West'n S.P. Britain O.W.E. Other 
Importing World | Area Area Europe Coun- 
Country (exclg. (inelg. tries 
Britain Britain 
& Eire) & Eire) 

1953 $mn|]$ mn ¢mn $mn $ mn § mn $mn $ mn 
Great Britain 9,366 | 1,765 3,889 2,481 975 — 1,506 1,231 
Western Germany | 3,809 645 451 1,993 956 154 883 720 
Brances enc, fs 4,166 486 913 1,230 667 191 SYA SERGEY, 
italy sis el aes 389 464 1,112 529 185 398 430 
Belgium & Luxembourg | 2,423 372 2375 = 1,393 934 219 240 421 
Netherlands 82,354 324 215.54 5343 882 221 240 472 
Total Schumann Plan 15147 22,216; 2 2)280-% 7,071.5 53,968, 970) 52,1433. 3,580 

1955 
Great Britain ..,10,881 | 2,348 4,105 3,031 1,351 — 1,680 1,397 
Western Germany 5,793) tess 66398, 2,927 9 302 206. 1,219, 71,030. 
France ... sas 4,688 571 898 1,533 930 179 424 1,686 
Italy hive HG sion ZnEOS 467 518. 15232 646 144 442 488 
Belgium & Luxembourg| 2,844 429 263 1,677 15168 241 268 475 
Netherlands ets. 208 594 245 1,886 1,305 273 308 483 
Total Schumann Plan ...}19,238 | 3,234 2,587 9,255 5,551 1,043 2,661 4,162 

1953 Ue | Gen Sees, BE, Bei Mie re orate 
Great Britain 100 18.8 41.5 26.5 10.4 —_ 16.1 13.1 
Western Germany 100 16.9 11.8 92.3 25.1 4.0 23.2 18.9 
France ane 100 11.7 21:9 29:5 16.0 4.6 8.9 36.9 
Italy ae nee s< 2100 16.2 19.4 46.5 ee | Tek 16.6 18.0 
Belgium & Luxembourg | 100 15:3 9.8 57.5 38.5 9.0 9.9 17.4 
Netherlands ace £00 13.8 eR 57.0 37.4 9.4 10.2 20.0 
Total Schumann Plan 100 14.6 15.0 46.6 26.2 ~ 6.4 14.1 23.6 

1955 | 
Great Britain | 100 21.6 37.8 27.9 12.4 —_ 15:5 12.8 
Western Germany 100 20.2 di:4= | 50.5 25.9 3.6 21.0 17.8 
France ne 100 12.2 19:2 S207 19.8 3.8 9.0 36.0 
Italy aa BES aeeie LOO L738 19.1 45.6 23.9 5.3 16.3 18.0 
Belgium & Luxembourg | 100 15.1 9.2 58.8 41.0 8.5 9.4 16.7 
Netherlands 8 LOO 18.5 7.6 58.8 40.7 8.5 9.6 a5. 
Total Schumann Plan ...| 100 16.8 13.4 48.1 28.8 5.4 13.8 21.6 


S.P. Countries = Schumann Plan Countries. 


O.W.E. 


= Other Western Europe. 


Notes. Imports from Great Britain, Eire and Iceland are included under Western 
Europe and excluded from Sterling Area figures. Other Western Europe = Austria, 


Denmark, Eire, Finland, Iceland, Norway, 


and Yugoslavia. 


Commodity Trade Statistics, Summary Tables. 


Portugal, Spain, Sweden, Switzerland, Turkey 


Source: U.N. Statistical Papers. Series D, Vol. III, No. 4 (1953) and Vol. V, No. 4 (1955), 
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with 15 per cent; there were no important differences between the Sterling 
Area, Western Europe, and the Schumann Plan Countries in the proportions 
they took in these groups. . 

It is also possible to analyse in the same way the composition of exports 
in 1951 from the Schumann Plan Countries to Britain: 37 per cent of these 
consisted of food, drink, and tobacco, and a further 134 per cent of raw 
materials: thus only a half of the Schumann Plan Countries’ exports to 
Britain consisted of manufactures, and though some of these countries’ 
non-industrial exports to Britain consisted of local agricultural produce, and 
only part of re-exports from their dependencies or other tropical countries, 
both these groups, and ‘ unspecified ’, are excluded in taking the percentages 
given below. 

The largest portion of the Schumann Plan group’s remaining exports to 
Britain was textiles (35 per cent).1 These, and two other major groups, 
chemicals with 15} per cent and ‘ other manufactures’ with 18 per cent 
formed larger parts of exports to Britain than of exports by the Schumann 
Plan Countries to the world as a whole (including each other). Metals and 
manufactures with 20 per cent, and machinery, with 10 per cent, though 
forming a substantial share of exports to Britain, were less important than 
in these countries’ exports to the world as a whole, while both private motor 
vehicles and other transport equipment were unimportant in both senses 
(this was in 1951 before the Volkswagen sales campaign became really 
strong). 

One species of relevant information concerning the consequences of an 
abolition of tariffs is their height. This information is not readily available, 
since tariff schedules are of extreme complexity; thus taking an average of the 
ad valorem duties payable on the different tariff headings in each commodity 
group involves ‘weighting’ the varieties of the commodities concerned in 
proportion to the ingenuity with which they have been sub-classified; while 
weighting in accordance with trade values is difficult because published 
trade figures do not correspond to the divisions of tariff schedules. Even if 
the latter method could be pursued the results would be of dubious signifi- 
cance because the weighting of any tariff on a given heading is diminished 
by its very effectiveness in restricting trade—indeed where trade in an article 
is effectively prevented by a tariff, its weighting in such an index is zero. 
Obtaining comparable estimates of the tariffs of various European countries 
on even one section of a tariff (out of about 16 sections of manufactured 
goods) would thus form a considerable research project. 

However, in order that readers may form some estimation of the order of 
magnitude of European tariffs, Table XVI reproduces the results of a Study 
published in 1952 by the Council of Europe, showing the proportion of 
tariff headings (not trade) on which the ad valorem duty payable was over 
10 per cent, in various commodity groups for the major European countries 


* Percentages in this paragraph refer to shares in manufactured exports. 
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TABLE XV 


Importance of Commodity Groups in Schumann Plan Countries’ Exports to Great Britain, 
relative to theiy share in Schumann Plan Countries’ Exports to all Destinations 


Commodity Group 1938 1948 1957 
1. Food, Drink and Tobacco ae a 1.81 2.31 232, 
2. Raw Materials wae Lee as pe 1.02 1.02 1.05 
3. Metals and Metal Manufactures ... ~~ .94 88 .65 
4. Machinery ... Sor eee Sk se 68 rou 65 
5. Private Motor Cars... es ae ae 40 35 ak5 
6. Other Transport Equipment Aa iad .29 14 13. 
7. Chemicals : a5 = ise are .79 .97 1.26 
8. Textiles ae tie es ake a 1.11 1.49 1.72 
9. Other Manufactures... awe male ae 1.68 1.42 1.46 

10. Unspecified oF os ante ..-| Figures not Significant. 


Notes. Source as for Tables X and XI. The figures in this table are calculated similarly 
to those in Table XII. They are ratios showing percentage of Schumann Plan Countries’ 
exports to Great Britain in a particular commodity group divided by percentage of 
Schumann Plan Countries’ exports to all destinations in that group. For groups 1 and 2 
the figures are based on shares of these groups in total exports; for groups 3-9 they are 
based on shares in the total of these groups, 7.e. of exports of manufactures. 


(the most important change since then has been the introduction of tempor- 
ary reductions of about a third on most items of the German tariff). The 
results of this study suggest that tariff levels tended to vary not only between 
countries, and between commodity groups, but also in the relative intensity 
of protection of different groups in the various countries. 

Thus we see that even under the restrictions in force in 1951, an important 
. part of the trade of both Britain and the other Western European countries 
consisted of selling manufactured goods to each other, and there would be 
more scope for this if trade within Western Europe were not subject to 
tariffs; but as the Sterling Area accounted for more British exports than 
Western Europe in every group but raw materials (which were largely re- 
exports), it is equally clear that Britain should consider very carefully the 
effects on trade with the Commonwealth of joining any ‘European’ 
Common Market: the Government’s proposals that Britain should move 
towards free trade with Western Europe in non-agricultural products, but 
without being obliged to adopt the Customs Union tariffs with other 
countries, are designed to safeguard trade with the Commonwealth. 

There are however several possible grounds for opposing British entry 
even into a Free Trade Area in Western Europe. Whether these are strong 
enough to justify staying out of any European agreement on Free Trade, or 
whether the difficulties they raise could be overcome can only be determined 
by a much wider study of them than is possible here. 

All that can be attempted here is to indicate in qualitative terms 
what the objections to the Free Trade Area are. They fall under three 
heads—the dangers of dislocation and unemployment in particular in- 
dustries, the risk of reductions in the standard of living of workers in 
the richer countries if freer trade or movement of labour is encouraged, 
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and the risk that the adoption of free trade would mean that in decid- 
ing on monetary and fiscal policies (i.e. investment and government 
expenditure) safeguarding the balance of payments might have to take 
priority over maintaining full employment, and general ‘deflation’ might be 
the only means left of cutting imports. If deflation proceeded via a cut in 
investment, or induced a decrease in investment through its effects on 
demand, it would also hinder the future growth of the national income. 
Britain is not, of course, the only country concerned which needs to worry 
about these things, nor would freer trade do more than accentuate problems 
which have to be faced in a changing world anyway, but it is as well to know 
what the dangers are. 

As regards the possibility that some British industries might be injured 
by competition from Europe, we can only consider a few examples. In the 
motor-car industry, for example, there are very great advantages in larger- 
scale production; this is clearly shown by the extreme cheapness of com- 
parable American cars relative to British, and equally by the success of the 
Volkswagen, which has made up by the duration of its run of output of one 
basic model for the small size, relative to the United States motor industry, 
of the market available to it. 


TaBLeE XVII 


Production and Trade in Passenger Cars in 1955, in ’000s 


Net ex- 


Regis- ports as 
Major Producing Pro- tration | Exports | Imports Net Te Of 
Countries duction | of new exports pro- 
cars duction 
Great Britain... pas 500.9 361.7 
G.B. as per cent of total of W. 
Germany, France and Italy 69.3 
tern German 340.5 
ae ee 12:8 
Italy 58.2 
Total of W.G., F. and I. 5215 


Overseas Exports of all 
countries shown ... = 424.6 

Imports from U.S.A. 52.6 

Net Overseas Exports 372.0 


Other Countries 


Sweden 
Belgium 
Switzerland 
Austria 
Denmark? 
Eire ae 
Finland 
Norway? 


Total 


‘production ’and ‘ consumption’ figures shown arise from changes in stocks, and incomplete 
coverage of countries (esp. omission of Netherlands figures). 
1 Figures refer to Net Imports. 
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TaBLE XVIII 
Shares of Western Europe's Car Market in 1955 


Supplied by: 


Country 


Great Britain aisle ars sds 

Western Germany, France and 
Italy rat sfels was 

Rest of Western Europe 

Overseas... a8 aa 

U.S.A. 


Total 
Source. As for Table XVII. 


In 1955 total production of private cars was 890,000 in Britain, and 
1,490,000 in Germany, France and Italy combined. All these countries 
exported far more than they imported, with an export surplus of 360,000 
cars from Britain and 520,000 from Germany, France and Italy. Of these 
‘net exports ’ over 380,000 went to other Western European Countries, and 
over 370,000 to overseas countries. Thus freer trade in cars might mean a 
danger of European producers capturing part of the British home market: 
this would worsen the present problems of the motor industry (though full 
free trade would not start at once, and under the present proposals there 
would be 12 or 15 years to adjust). On the other hand, staying out of the 
Free Trade Area would not protect British exporters against European 

TaBLE XIX 


Exports, Imports and Net Exports of Textiles in 1954 
In million U.S. $ Net Imports —ve 


Country 


Great Britain 


Schumann Plan Countries 
W. Germany 
France ... 
Italy wae 
Belgium and Luxg. 
Netherlands 


Total 1,101 
Other Countries 
Switzerland 
Austria ... 
Denmark 

Norway 
Sweden 
Greece ... 


83 

29 
—101 
—87 
—146 
—26 


Total —248 


Total Western Europe me 3,059 1,411 1,64 


Source. E.C.E. Economic Surcvey of Europe in 1955, p. 25. 
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competition either in Europe or in overseas markets, and inside Europe any 
of the smaller countries which did join the Common Market would have to 
give tariff preferences to German and French cars if Britain did not join. 
The effects of trying to shirk the challenge of the Volkswagen might well be 
worse for the British motor industry than those of accepting the need to 
meet German producers on their own grounds of standardisation of products 
and efficient servicing. It is also worth while noting that the total production 
of motor cars in Western Europe including Britain in 1955, was less than a 
third of that in the United States. In any industry where substantial econom- 
ies would result from an increase of scale of production, Britain’s relative 
costs would be increased by staying out of a Free Trade Area. 

Another group of industries in which alarm has been expressed at the 
prospect of more competition is textiles. In 1954 Britain exported £284 
million worth of textiles more than she imported: the ‘ net exports’ of the 
Schumann Plan Countries were £393 million, while the rest of Western 
Europe had ‘ net imports’ of over £89 million. Obviously the maintenance 
of Britain’s net export position in textiles must depend chiefly on being able 
to provide overseas countries with their textile needs at prices as reasonable 
as those of other major exporters, and staying out of a European Free Trade 
area could not help with this, while as in the case of cars it would hinder 
British sales to European countries which did join. 

The second fear about the impact of a free trade area concerns the effects 
of competing with people with lower standards of living than in Britain. 
Fears on this score cannot simply be dismissed on the theoretical grounds 
that, according to the law of comparative costs, absolute wage levels are 
irrelevant to the gains from trade available to any one country, since 
it is also agreed that the distribution of incomes can be affected by 
trading with countries with different relative factor-supplies. Adducing 
relevant facts on this issue is difficult because of the extreme elusiveness of 
information on relative factor prices in different countries (owing to differ- 
ences of currencies, classification of trades, etc.). All that can be done without 
a special study is to give some indication of relative living standards of the 
populations of the four major Western European countries. 

International comparisons of living standards are difficult to make 
precisely, but it is certainly true that consumption per head in Britain is 
higher than in Western Germany or France, and much higher than in Italy. 
Measuring at average European prices of 1950, in 1955 consumption per 
head was £270 in Britain, against £228 in France, £211 in Western Germany, 
and {118 in Italy. It is significant, however, that measured in the same way, 
consumption per head in Britain had increased since 1950 by only 8 per cent, 
compared to 17 per cent in Italy, 21 per cent in France, and 40 per cent in 
Western Germany: thus the relative difference in living standards has been 
narrowing.’ Why this has happened is in turn shown by the fact that, on the 


1 It is noteworthy that a continuation of these trends for another 5 years would m 
Lae it lente ed be ape rre ee needed to worry about comapeticidal by cheap labouts 
such a continuation is unlikely, however, since much of the German of increase t 
be attributed to post-war recovery. gar rer 
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average of the 6 years from 1950 to 1955, Western Germany invested slightly 
more per capita than Britain, though her consumption was only 71 per cent 
of the British level. It should also be noted that between 1950 and 1955 
consumption per capita in Western Germany rose from 60 per cent to 78 per 
cent of that in Britain, and investment from 88 per cent to 112 per cent of 
the British figures; though there is no means of knowing how far this was 
due to delayed recovery from the war. Italy invested 52 per cent as much 
per capita as Britain in 1950-55, while consuming only 43 per cent as much, 
and France invested go per cent, while consuming 81 per cent as much per 
capita as Britain. 


TABLE XXI 
Rate of Growth of Investment plus Consumption in Table XX 


Percentage increase over previous year 


Average of 

Country 1957 1952 1953 1954 1955 7953-1955 
Great Britain a 2 —1 5 “ 5 5 
Western German = #/ 6 9 7 9 8 
France ... des fue 4 1 2 5) 6 4 
Italy ie =o. es B 3 5 3 6 5 


Source. As for Table XX. 


While Britain’s living standards are still higher than in most other 
European countries, her ability to maintain them depends not on protection 
from European competition, but on adequate investment and rises in pro- 
ductivity. Also, as Britain depends on overseas markets for essential supplies 
of foodstuffs and raw materials, it is there rather than at home that the main 
challenge of exports from more progressive countries must be met. 

The remaining major danger in entering a Free Trade Area is that the 
removal of tariffs as a means of restricting imports from Europe might inter- 
fere with the attainment of full employment at home. This is because if 
British prices and wages became too high relative to other countries, or if 
the effort put into organising export markets fell too low because of the ease of 
selling at home, there might be no way of safeguarding the exchange reserves 
except by deflation. It is not only the Free Trade Area policy which involves 
this type of danger, of course; for tariffs are not at present a flexible means of 
restricting imports, since G.A.T.T. prevents Britain from increasing at will 
either her present tariffs or the degree of discrimination between Common- 
wealth suppliers and others, and exports can be as effectively restricted by 
excessive costs and prices as by other countries’ tariffs. Freer trade would 
increase this type of danger however, especially as it would presumably be 
accompanied by either an explicit or a gentlemen’s agreement that quantita- 
tive restrictions should be avoided as far as possible, and conversion to the 
new policy might involve short-run balance of payments problems which 
were quite serious, though spreading the process over 12 to I5 years would 
assist in making the necessary adjustments. 
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The acceptance of limitations on the right of each country to impose 
direct controls on imports would also tend to accentuate the difficulty of 
dealing with short-run balance of payments problems due to causes other 
than the change-over to a regime of lower intra-European tariffs. To get 
some indication of the possible magnitude of balance of payments difficulties 
due to these causes, it is interesting to examine the effects of the start of the 
European Trade Liberalisation programme on the balance of payments of 
various European countries, as shown in the early accounts of the European 
Payments Union. Western Germany started with a deficit of £130 million 
in the second half of 1950 and had to be helped by special credits to overcome 
this: later however Germany became a persistent creditor of the other E.P.U. 
countries, with a cumulative credit balance of £285 million by the end of 
1953. Belgium, who started as a creditor, had a cumulative credit balance of 
£290 million by the end of 1953. Great Britain, on the other hand, started 
as a creditor, but developed an import surplus in 1951 which was partly 
responsible for her cumulative debit balance of £206 million by the end of 
1953 (though this also reflects the results of the trade of the rest of the Sterling 
Area with E.P.U. countries). 

It cannot be assumed that the creation of a free trade area will not involve 
fluctuations in the balance of payments at least as serious as these; though 
just as in the case of trade liberalisation, special arrangements could be made 
for the countries concerned to give each other credit. These might well include 
a reduction in the E.P.U. gold-payments fraction. If such arrangements were 
not made, it would imply that the deficit countries would have to try to cure 
their import surpluses by means of deflation (though the existence of time- 
lags might render even deflation ineffective in the very short run necessitated 
by inadequate exchange reserves). This makes it important to consider pos- 
sible forms of insurance against short-run balance of payments difficulties. 

In principle, there are two ways in which the problem of deficits in the 
balance of payments which might arise through a conversion to freer Euro- 
pean trade could be solved. The first is that the monetary and fiscal systems 
of the countries concerned should be co-ordinated, so that investment and 
government spending would be expanded in ‘surplus’ countries and 
contracted in ‘ deficit’ countries, to correct the balance. However, given 
independent systems of wage-bargaining in different countries—and in 
different industries within each country—and given stable exchange-rates, 
such a system would mean that the countries concerned were giving up the 
right to be as inflationary or deflationary as they themselves chose: this would 
involve governments at times in policies which were exceedingly unpopular, 
and might be difficult to reconcile with political independence. While no 
country is in any case free from all external influences on its wage system 
and investment policy—and for a country like Britain it is particularly neces- 
sary to behave sensibly about these things in a hard world, which does not 
feel it owes her a relatively luxurious living unless she can earn it—freer 
trade means a little less freedom to pursue independent full-employment 
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(or, in some countries, price stability) policies. That little may or may not 
be felt to outweigh the effects of improved efficiency through larger markets; 
this is for everybody concerned to decide. 

There is however another possible alternative means of adjusting the 
balance of payments, and that is to agree on international investment by the 
surplus members of at least a share of their surpluses on current account. 
It is possible to think of several uses for these surpluses—though what 
follows cannot be treated as more than general suggestions, and the 
details would of course have to be agreed between all the countries con- 
cerned. There are several forms of investment which should prove acceptable 
in principle to all the members of a European Free Trade Area. First, there 
is the development of atoinic power in the ‘Eurotam” scheme: this is a 
project vital to all the European countries, and for which they will have to 
raise the capital somehow if it is adopted. A scheme by which the various 
countries would contribute investment quotas which would be reduced in 
years when they had payments deficits and increased when they had 
surpluses would mean that countries which in any one year wanted to 
save more than they could conveniently invest at home, and therefore had 
a balance of payments surplus, would be able to do this without inconvenienc- 
ing their neighbours by draining off their gold and dollar reserves. 

A second possible use for such funds would be in helping to provide the 
resources for urgently needed development projects. These could take the 
form of projects to help the most backward parts of the area, such as southern 
Italy, which is as poor relative to northern Italy as Italy herself is compared 
to Britain. Also, there are projects for investments of common interest to 
various countries, such as the proposed improvements in the navigation of 
the Moselle, which connects the French iron-fields of Lorraine with the 
German coal area of the Ruhr, and would also help the steel-producers of 
Luxembourg. 

Finally, there is the possibility that the resources of a European Investment 
Fund could be used for investment in under-developed countries outside 
Europe, both to provide the supplies of raw materials which Europe needs, 
and to promote the general well-being of the people of these countries (such 
as India or Indonesia), in whose goodwill and progress Europeans have a 
common interest. Such uses could of course be channelled through United 
Nations’ bodies, the Colombo Plan, or any other suitable agency: the 
European Fund would however allocate the contributions amongst its 
members in each particular year so that countries paid when it was most 
convenient to them. 

In proposing to provide resources for development outside Europe, it is 
however necessary to remember that this can only be done if Western 
Europe as a whole has a balance of payments surplus with the rest of the 
world; for investment inside Europe this problem would not arise. 

Whether Britain should join in a Free Trade Area with the proposed 
Common Market in Western Europe is a question which cannot be decided 
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either on purely economic grounds, or by its effect on the economic interests 
of any one country; all this article has tried to do is to provide some of the 
facts, and point out some of their implications, to help in reaching a sensible 
decision. Though entry into a Free Trade Area has its dangers, so has being 
left out—for a people situated as we are in Britain, there is no policy which 
can avoid all possible dangers. Yet it appears to the writer that, provided 
that reasonable time for adjustment is allowed, as is in fact proposed, and 
provided that proper measures are taken to even out any dislocation in the 
balance of payments which occurs while we are converting to freer trade, 
joining in the scheme rather than staying out provides better hopes of 
progress both for Britain and for the other countries of Western Europe. 


Magdalen College 
Oxford 


THE CRITERIA OF ECONOMIC ADVANTAGE 
By Harry G. JOHNSON 


Until last year, British foreign economic policy was inclined to take a 
consistently negative and unfriendly attitude towards the successive moves in 
the direction of European economic integration which have led up to the 
scheme for enlarging the European Coal and Steel Community into a fully- 
fledged common market. The new enthusiasm for participation, like the 
uninterestedness which preceded it, probably owes more to political emotion 
than to economic calculation; at any rate, strong undertones of fear of 
German domination of Europe, dissatisfaction with the Commonwealth, and 
the revulsion from the Atlantic Alliance which prompted the Suez disaster, 
have been clearly detectable in the favourable reaction to the Government’s 
scheme. Recognition of the political aspects of the question does not neces- 
sarily imply the need for judgment on political grounds, if only because 
political motivations and political consequences are not the same thing!; 
nor does it diminish the economic interest of the problem. What it does 
imply, however, is the need for exercising particular care in distinguishing 
between valid economic arguments and politically-appealing pseudo-argu- 
ments, and for attempting to assess the quantitative significance of the 
former. In this respect Mr. Black’s introductory article implicitly accepts 
the popular terms of the debate much too readily, and despite its plethora of 
statistics provides little of the material required. This comment will therefore 
be concerned with a discussion of the economic criteria which should be 
applied in assessing the proposal; a corresponding quantitative exercise is 
called for but will not be provided here. 

To begin with, something must be said about the general viewpoint that 
should be adopted in appraising economic policy proposals of this kind. The 
question of Britain’s relationship with the proposed Common Market 
involves a choice between alternative long-run economic environments, and 
should be approached primarily from the standpoint of prospective long-run 
effects on potential real income or the productivity of national resources. 
Transitional problems, and problems arising from other aspects of economic 
policy, should be regarded as logically secondary matters, whose seriousness 
varies inversely with the long-run gain afforded by the chosen environment; 
they should, that is, be regarded more as obstacles to be overcome in, than 
as valid objections to, the establishment of the desirable environment. 

This comment will accordingly concentrate on the calculation of long- 
run benefits, rather than on the discussion of transitional and incidental 
problems. It may be remarked in passing, however, that the objections to 
British participation in the Free Trade area discussed by Mr. Black all 
relate to the latter type of problem, and that. his treatment of them is not 
eee eat tnrpordaas of other Gontiaents ae caply Cpls 


sizes the common characteristics of, and reduces the apparent significance of differences 
between, European nations. 
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fully satisfactory from the point of view outlined above. In the first place, as 
will be argued below, it is not a ‘ danger’ but an essential source of gain 
from participation that certain existing British industries will be forced to 
contract; if participation is desirable, the problem is to predict which indus- 
tries will contract and make arrangements to minimize the wastes entailed. 
Second, a reduction in the relative wages of workers in the better-off coun- 
tries may be an incidental result of the improved efficiency made possible 
by the Free Trade area; if necessary it could be compensated by social policy. 
Third, abnegation of balance-of-payments restrictions on imports makes it 
more difficult, not to maintain full employment, but to combine full employ- 
ment with a fixed exchange rate; acceptance of the exchange rate as a datum 
of analysis and not as a policy variable greatly exaggerates the balance-of- 
payments objection to any move towards freer trade, by precluding a rational 
discussion of policy objectives and benefits.* 

The popular view of the long-run advantages of British participation in 
the proposed Free Trade area, which is reflected in Mr. Black’s article, 
concentrates on the economies of scale made possible by a larger market; 
while recognizing the possibility of some gains accruing via the expansion of 
trade between members, it tends to regard the increased competition from 
European industry as a danger and a threat to British industry. It will be 
argued here, on the contrary, that the likelihood of economies of scale as 
such is extremely small, and that the main gains, though difficult to assess, 
are likely to be found precisely in the direction viewed with the most alarm, 
namely the replacement of British by European production of certain types 
of goods.” 

There are several reasons for scepticism about the likely importance of 
gains from economies of scale through enlargement of the market via the 
creation of the Free Trade area.? One is that it is not at all obvious that an 
agglomeration of national markets, each with its own language, customs, and 
distribution methods, would offer the same opportunity for mass distribu- 
tion as a homogeneous national market of the same size. Again, observation 
of.the American market suggests that the mass consumer is a special 
consuming type, qualitatively different from a mass of consumers. As against 
these considerations, it can be argued that a great deal of selling is from 
producer to producer or producer to large-scale distributor, and in such 


transactions technical performance and cost play a more decisive role than 
in consumer sales. 


* Oxford economists seem to have agreed on a conspiracy of silence in defence of the 
postwar dollar standard, recognizing only deflation or import controls as legitimate means 
of dealing with deficits. 

aC Sometimes increased competition is regarded as beneficial, on the assumption that it 
will not in the long run eliminate British firms. The benefit depends on whether the firms 
survive by improving efficiency, or by squeezing profits and/or wages, the latter being for 
the most part merely a distributional change. One version of this argument is that the 
larger market area will check the power of monopoly—clearly not a decisive argument 
since there are other ways of dealing with monopoly. 

* For a reasoned analysis of possible gains, see Tibor Scitovsky, ‘‘ Economies of Scale 
and European Integration’, American Economic Review, Vol. XLVI, No. 1, (March 1956). 
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In addition to the question as to how far the apparent enlargement of the 
market would be an effective enlargement promoting larger-scale production 
and distribution, there is a more important question as to how far there exist 
unexploited economies of scale which depend upon a larger market for their 
exploitation. It is extremely difficult to believe that British industry offers 
substantial potential savings in cost which cannot be exploited in a densely- 
populated market of 51 million people with a G.N.P. of £18 billion, especially 
when account is taken of the much larger markets abroad in which British 
industry, in spite of restrictions of various kinds, has been able to sell its 
products. What the Free Trade area offers is not escape from a strait-jacket 
of 51 million people, but a less restricted access than heretofore to part of 
the world market. And where there seems to be a prima facie possibility of 
substantial gains from economies of scale—the motor trade is the one gener- 
ally agreed example—the question arises as to why these economies have 
not been exploited already, and how far the larger size of the Free Trade 
area by itself would stimulate exploitation. 


These various considerations suggest that the economies of scale expected 
to be achieved by the Free Trade area may be largely illusory. Credence in 
them seems to be based on a superficial analogy with the United States, accep- 
ted because of its political'appeal. That the analogy’s appeal is political rather 
than economic, tends to be confirmed by the coupling in the argument with 
the United States of the Russian economy, which has been suddenly cast 
in a new and unexpected role—as an example of what can be done by free 
trade on a large enough scale. 

The more rewarding direction in which to look for possible economic 
benefits from participation in the scheme is to the effects on Britain’s real 
income of the consequent changes in the pattern of production, consumption, 
and trade—since the necessity of such changes can be inferred from the 
existence of substantial trade at current tariff levels. Here recent develop- 
ments in the theory of international trade are highly relevant.1 These 
developments have had the general effect of destroying any presumption that 
a limited move towards free trade will prove beneficial to the participants, 
while at the same time clarifying the sources of benefit and loss and the 
nature of the calculations that need to be made in assessing any particular 
scheme. 

The reason why there is no clear answer in principle to the question of 
which of the three alternatives—Common Market, Free Trade area, non- 
participation—is preferable, is that all three, like the present framework 
of British trade, are characterized by discrimination both between domestic 
British producers and foreign producers and between groups of foreign 
producers, and choice between them is a choice between non-optimum 
environments, for which theory provides no universally valid principle.’ 


z i icular J. E. Meade, The Theory of Customs Unions. : ; 
= a RG. fe K. Lancaster, ‘ The General Theory of Second Best’, Review of 


Economic Studies, Vol. XXIV No. 1 (October, 1955). 
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Comparison of the alternatives requires detailed analysis of the consequences 
for real income of the accompanying shifts in the trade pattern; 1t cannot 
rest on consideration of changes in the aggregate volume of trade only, 
since discrimination implies that some kinds of trade are more valuable than 
others. 

The effects of any change in a country’s trade policy on its economic 
welfare can be conveniently analysed under three heads : production effects, 
consumption effects, and terms of trade effects.1 The change may shift 
production of the things the country consumes to a more efficient or to a less 
efficient source of production; it may shift consumption towards a more or a 
less satisfactory pattern; and it may improve or worsen the country’s terms 
of trade, by shifting demand towards or away from the country’s goods.? 
The terms of trade effects of the three alternatives will be considered first, 
since the analysis of them is familiar. 

Non-participation in the Common Market would probably involve 
significant adverse terms of trade effects, owing to the discrimination against 
British goods in favour of European competitors in the European market; a 
rough maximum measure of the loss involved would be the extent to which 
export prices would have to be reduced to counteract this discrimination and 
retain present sales, which would depend on the level of the common Market 
tariff. The adverse effect would be partly offset by the effect of the diversion 
of members’ production and consumption towards the common market 
in reducing competition with British goods elsewhere. For the same reason 
full membership would tend to mean improved terms of trade with non- 
members, though this might be more than offset by retaliatory reductions in 
preferences enjoyed under Imperial Preference, while the effects on terms of 
trade with other members would depend on the net effects on reciprocal 
demands of the elimination of mutual tariffs. The Free Trade area, which 
seeks to avoid provoking loss of preferential treatment by retaining dis- 
crimination in favour of members of the preferential system as against other 
non-Europeans and by exempting ‘ food, drink and tobacco ’, would seem to 
offer the most favourable terms of trade effects, to an extent depending on 
how far the advantages of the Imperial Preference system can be retained? 
Perhaps the safest course, however, would be not to place too much emphasis 


* See the study by Dr. W. M. Corc_n, * The Calculation of the Cost of Protection ’, 
ne in the Economic Record, for an applicaticn of these concepts to the theory of 
tariffs. 

_? The complication that terms of trade effects will induce production and consumption 
shifts, while production and consumption effects may be reflected in terms of trade changes 
will be ignored in what follows. ; 

* The assumption that the concessions mentioned will satisfy the other members of the 
Imperial Preference system may.- be ill-founded; Canada is already dissatisfied with the 
system, and other industrializing members may become increasingly dissatisfied with the 
discrimination against their manufactures in the British market inherent in the Free Trade 
area scheme. Nor is the added promise of a larger supply of development capital very 
convincing. On the other hand, the average margin of preference Britain now enjoys is 
relatively small, and loss of it may not be too serious. Sir Donald Macdougall and Rosemary 
Hutt (‘Imperial Preference: A Quantative Analysis’, Economic Journal, Vol. LXIV 
No. 254, June 1954) estimated the average preference Margin on U.K. trade with the 
Commonwealth at only 6 per cent in either direction. 
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on terms of trade effects, since they depend so heavily on the reactions of 
other countries’ trade policies, as well as other complex reactions. 

The analysis of both production and consumption effects centres on the 
fact that import duties create a divergence between the real costs of imports 
to the country in terms of exports, and their apparent costs (and marginal 
values) to residents,! a divergence measurable at the margin by the rate of 
tariff actually imposed, or that equivalent to the degree of quantitative 
restriction. With rates and restrictions differentiated by commodity and 
origin, the divergence between real cost and apparent cost (value) also differs. 
It follows that a re-allocation of a given total expenditure due to some change 
in one or more tariffs might either increase or decrease real income, depending 
on whether it tended to increase or decrease the surplus of value over real cost 
(the consumption effect). Similarly, such a tariff change might either increase 
or decrease the real cost of a given amount of consumption, depending on 
whether it shifted production of the goods consumed towards higher or 
lower-cost sources (the production effect). 

In the case of tariff reductions, the consumption effect is more likely to be 
favourable, the higher the initial and final levels of the tariffs which are 
reduced, relative to the levels of the unchanged tariffs, and the more con- 
sumption of the imports affected is increased at the expense of domestic 
rather than other imported commodities. The production effect may take 
either of two forms: a shift from domestic to foreign sources of supply, 
which is necessarily favourable, and a shift from one foreign source to another, 
which is favourable or unfavourable according to whether the new source of 
supply would have been chosen over the old at a tariff rate the same for both, 
or not, the loss in the latter case varying with the tariff differential necessary 
to induce the shift. 

Application of the analysis of production and consumption effects, of 
which the foregoing is merely a brief sketch, to a calculation of the potential 
net benefit from participation in the Free Trade area would obviously 
require a great deal of information on existing tariff levels, demand functions, 
and production possibilities in Britain and elsewhere, since what is relevant 
is not the volume and composition of existing trade but the cnanges that 
would occur as a consequence of the Free Trade area. For this purpose, 
figures on domestic production and sources of imports in the different 
categories, together with tariff levels, would be more suggestive than export 
figures, which bear more on the possible consequences of non-participation 
or loss of Imperial Preference. 

As the scheme has been described so far, and given the high levels of 
tariffs and other protection accorded British manufacturing production in 
the home market and existing discriminations favouring European over 


American goods, it would seem that the most important consump- 

1 It must be emphasized that terms of trade effects are ignored in what follows—as are 
other potential causes of divergence between real and money domestic costs, which are 
assumed to be taken care of by appropriate policies: 
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tion and production shifts for Britain are likely to be from British to European 
and from American to European products, the former shifts involving 
substantial gains and the latter (unless there is a very strong terms of trade 
effect) substantial losses. Since consumption shifts are difficult to distinguish 
from production shifts, owing to the difficulty of defining products, and since 
in any case both types of shift entail a shift in the location of production of 
goods consumed in Britain, the balance of advantage can be said to depend 
on the relative magnitude of the gains from replacement of British by 
European production, and the losses by replacerhent of American by European 
production, in British consumption. This criterion implies, as was remarked 
at the beginning of this comment, that the fears of disturbance expressed by 
certain well-protected British industries such as motors and textiles are 
pointers to probable advantages rather than the reverse. But whether the 
economic advantages outweigh the disadvantages, and if so by how much, 
is a question whose answer could only be approached by a detailed calculation. 


Manchester University. .~ 
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OR: THE HaIR OF THE Doc Tuat Bit 


By T. BaLocu 


I 


(1) In the period 1944-50 one of the most acute disagreements about 
British economic policy was on the question of ‘regional blocs’. The 
traditional ‘ free(r) trade’ view was that the discriminating policies which 
such organisation implied—either monetary or commercial—were contrary 
to the national interest, since they reduced productivity. As against this a few 
authors, including Sir Hubert Henderson, pointed out that the need for 
large-scale readjustment would be impeded by the restoration of free markets, 
and, in addition, that the dynamism of the U.S. economy was likely to 
recreate periodically the need for such large-scale adjustment. Only a large 
regional bloc comprising at least the Sterling Area and possibly Western 
Europe and its dependencies would offer a chance of creating the conditions 
for large productive units to arise spontaneously which would be capable 
of meeting U.S. competition on equal terms. I still hold the view that the 
emergence of such a regional economic bloc is essential if Europe is to meet 
the threat implied in the rise of the two giant continental economic systems. 

(2) After the 1947 crisis the U.S.A. ceased to press for the implementation 
of the universalist solution embodied in the Bretton Woods Agreements. 
Veering to the other extreme it promoted and granted aid under the aegis 
of O.E.E.C. for a discriminatory common planning of Western European 
investment. As production was still at a low ebb such a co-ordination of 
investment could have been made effective without actually bankrupting 
existing firms. Britain was then in a dominant position in Western Europe 
such as she had not enjoyed since the late 1880’s. She would therefore have 
been the main spontaneous beneficiary of the creation of such a bloc. It 
would, of course, have been morally and politically imperative to channel 
investment towards the poorer members of the new unit. Nevertheless there 
can be little doubt that if Britain had acted at that time, she could hardly 
have failed to strengthen both her relative and absolute position. 

(3) This conception foundered on the determination of the Treasury 
and the Bank of England to return towards the ‘ normality ’ of the free price 
mechanism by as rapid a decontrol as possible. The O.E.E.C mechanism 
was never used to plan for Europe just as the Sterling Area was not organic- 
ally developed. The consequence was a series of post-war economic and 
balance of payments crises. This in turn enforced—as all direct controls 
were disappearing—an increasing reliance upon dear money and the credit 
squeeze to buttress the short-run position of the pound. But, as an expansion 
of investment and an acceleration of the increase of productivity is the sole 
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way of restoring balance without having to sacrifice economic progress, this 
policy in the longer run is suicidal. 

(4) Having resisted common European and Commonwealth planning at 

a time when Britain was economically dominant in Europe it is now proposed 
to join a Western European economic bloc on the basis of free trade. Mr. 
Black’s paper analyses the various quantitative aspects of the proposed union 
and there is no need to go over that ground. In this paper I shall confine 
myself to showing: 

(a) that the rapid development of Germany has created a problem for the 
Western European area superficially similar to, but basically more 
dangerous than, the dollar problem, i.e. the impact of a higher 
dynamism within a region on the rest of the system. In so far as the ~ 
German economy is similar to ours and does not create special 
problems for primary producers, its impact on us is much greater 
and will manifest itself in a steady pressure on our terms and balance 
of trade; 

(5) that our bargaining power in this matter is not as weak as has been 
suggested by a misreading of relevant statistics; 

(c) that that bargaining power should be used, not indeed to prevent the 
formation of a European Bloc, but to secure its transformation into a 
positive organ of expansionist planning; 

(d) that this implies, first the loosening of the European Payments Union, 
preferably by creating a common Central Bank; secondly the channel- 
ling of investment towards the areas of slower growth in order to 
achieve balance by expansion and not by deflation; 

(e) that the danger for Britain is of an imposed deflation—rather than of 
inflation, and the suggestion that this could be avoided by adopting 
a floating rate of exchange is mistaken; it would instead ruin Britain’s 
capacity to remain the banker of the Sterling Area and largely vitiate 
the purported aim of the ‘ Free Trade Area’. 


II 


(5) The basic reason for the relative weakness of Britain was, and remains, 
the failure to invest.1 The essential facts are simple : in most of the important 
countries of the proposed free trade area, except Germany, gross investment 
is well below 20 per cent of the national income, with net investment around 
to per cent.? In Germany the ratio of gross investment to gross national 
income was around 28 per cent and net investment to net national income 
15 per cent, almost twice as high as the corresponding British figure for 1955. 
Thus German investment in manufacturing industry in absolute terms rose 
above the British level from RM 6.0 b. in 1950 to RM 10.0 b. in 1955 as 
against from {£500 m. to £ 8go m., and investment in metal industry 


TI have analysed this problem elsewhere (Review of Economics and Statistics, 1957 
? Norway, Finland, Austria and Switzerland achieved about the same ratio of Fite A 
ment as Germany. 
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(which increased from 32 per cent of the total in 1950 to 56 per cent in 
1955, while ours rose only from 36 to 42 per cent) increased far above it. 
Germany overhauled Britain in the output of steel, cement, bricks, motor- 
cars, machine tools and other vital products. Moreover, German productivity 
in the past three years has been increasing at the rate of over 6 per cent and 
this increase has not radically slackened yet. It permitted an increase in 
German money wages of roughly 4 per cent without a perceptible increase 
in German living costs (4 per cent since 1954); thus German real wages rose 
at nearly the same rate. In contrast to this, British money wages rose 6 per 
cent in the same period, a large part of it being wiped out by a rise in prices 
which amounted to over ro per cent. 

It is not surprising, therefore, that Britain’s relative competitive power 
declined; German exports rose from $2.0 billion in 1950 to $6.5 billion in 
1955 while British expanded only from $6.3 billion to $8.5 billion. The 
discrepancy in the expansion in the field of durable consumer goods was 
even more marked: German exports in the last two years increased by 50 
per cent: ours remain practically unchanged. German monetary reserves— 
which were practically non-existent even as late as'1g50—at almost $4 
billion are now the second largest in the non-Soviet world and more than 
50 per cent above ours. This tremendous hoard was accumulated despite the 
millions paid out by Germany in reparations, repatriation of claims and 
assets, foreign loans and premature repayment of debt. 

The problem raised by the more rapid growth of the German economy 
cannot be met, of course, simply by maintaining or increasing our own 
protectionism. It is, like the problem of America on the larger canvas of the 
whole non-Soviet orbit, a cumulative problem which cannot be met by once- 
for-all measures. Unless the basic British situation is remedied there can be 
no hope of being able to maintain an increase in the British standard of life 
commensurate with the expectations which have been raised. The problem 
which has to be discussed in this context is whether the establishment of a 
‘free trade area’ will or will not increase the difficulties, which are in any 
case very great, in the way of a rapid acceleration of British investment. To 
that problem we shall now turn. 

(6) The whole of our post-war history has been dominated by our balance 
of payments problem. Despite assertions to the contrary, every wave of 
liberalisation has been followed by a severe balance of payments crisis which 
entailed severe retrenchment. Retrenchment and deflation, unfortunately, 
can hardly fail to depress investment, and thus it could be argued that 
liberalisation has not merely not eased our basic problems but it has made 
them insoluble since it prevented attempts at transforming Britain from a low 
into a high investment country. So long as this remains unchanged it is 
inconceivable for Britain to hold her own either in Europe or in third markets 
with the increasing competitive power of Germany. 

(i) The establishment of a Free Trade Area would tend to increase our 
imports. No doubt, the liberalisation will also stimulate our exports. 


THE BULLETIN 


But Britain is a relatively high tariff area and it is by no means 
certain that the relaxation of tariffs all round would stimulate our 
exports as much as it would stimulate imports. A similar (though not 
identical) problem is that the freeing of European non-agricultural 
trade from tariffs is likely to increase the swings in the balance of 
payments. Any increase in the swing however, would, with the gold 
reserves as low as they are, entail a harsher reaction at home than 
would be needed with a smaller relative volume of trade. 

(ii) A relaxation of all control over imports from the Free Trade Area 
would in the end necessarily entail a relaxation of discrimination 
against dollar countries. Dollar imports in the most important 
countries of the prospective Free Trade Area are already largely 
decontrolled and, if for no other reason, than the difficulty in 
coping with re-exports, this would entail a progressive adaptation 
of our liberalisation to that of the least restrictive important foreign 
country in the Free Trade Area. Otherwise, the re-exportation by 
these countries into Britain of dollar supplies would represent the 
reverse of our supplying dollar raw materials against sterling pay- 
ments to the Continent. It will obviously weaken the situation of 
the bloc as a whole against the dollar and, unless E.P.U. is adjusted, 
weaken our position vzs-a-vis the Free Trade Area. 

(a7) In this connection it should be noted that according to the continental 
plans the reimposition of import controls, even in accordance with 
G.A.T.T., will be prohibited. But even if they were not, it would be 
very difficult to impose them so as to ensure that members of the 
Commonwealth should not be treated worse than the members of 
the Free Trade Area, and at the same time that the Free Trade 
Area should not treat us worse than it treats any other member. If, 
in addition, the difficulties are taken into account which any dis- 
crimination in favour of these two groups will entail in our relations 
with the United States and Canada, the conclusion is hardly escapable 
that the establishment of a Free Trade Area will render the framing 
-of a sensible commercial policy more difficult. 

(tv) It should be noted that liberalisation all round has not always worked 
in our favour. While this should not come as a surprise to those who 
realise the importance of a relative increase in productivity for the 
balance of payments, it is a fact which has been studiously neglected. 
Exports to the Dollar Area have increased by more than a third since 
1950, while the liberalisation of imports into Europe has only had the 
result of increasing our exports by 15 per cent. Now there is no 
doubt that the German problem will present a very much harsher 
choice to Britain. If our balance of payments cannot be influenced 
by any direct means we shall have to fall back on either a deprecia- 
tion of sterling or an even sharper use of bank rate, or on increasing 
budgetary surpluses. 
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(v) I shall deal with fluctuating rates of exchange presently. In this 
context I merely wish to point out that an increase in interest rates 
has a devastating effect on the assets of the poorer Sterling Area 
members’ investment at long term and will stimulate repatriation 
of their reserves at least as fast as the assets mature, z.e. stimulate an 
indefinite drain on sterling. This will react on the London monetary 
position and reinforce the demand for still higher rates of interest. 


(vz) Dear money, even if reinforced by direct credit control, has only a 
limited effect on investment or even on stocks, so long as full employ- 
ment is maintained. Its effect is counteracted by an appropriate 
shift in the distribution of income. At the same time, an atmosphere 
created by a continuous upward trend of interest rates is not one in 
which a rapid expansion of investment is probable. I feel, therefore, 
that a policy which excludes direct control of the balance of payments 
will under these conditions steadily force us into direct nationalisa- 
tion, since tax measures combined with a budget surplus, which would 
be an alternative, would also discourage investment unless they 
were to fall more heavily on the poorer classes. 


(7) It could be argued, of course, that even if these dangers were con- 
siderable the danger of remaining outside the Free Trade Area would be much 
greater. Mr. Black’s figures represent an eloquent testimony to the force 
of this argument. 


Two points need to be made in this context: 


(a) Even if we assume the Common Market of the Six will come into 
being in any case, the decision of Britain to join the new organisation is, if 
not the decisive one, at least a very important factor determining whether a 
larger Free Trade Area will come into being. But only just over half of our 
total exports and imports to O.E.E.C. countries are in our trade with the 
Common Market.? Thus our refusal to join in the Free Trade Area would be 
a factor of great importance to all European countries. This means that our 
bargaining position is by no means a weak one. It is strengthened by the 
fact that Britain has a large net deficit with both the Common Market Area 
(£106m. in 1955) and the O.E.E.C. territory as a whole ({152m. in 1955). 
The fact that this import surplus is derived from a much larger import 
surplus (£309m.) in food, beverages and tobacco and basic materials, and a 
net export surplus in other classes of goods (especially manufactures), 
increases this bargaining power at present, since Britain remains practically 
the only market for certain higher value types of agricultural produce. In 
the longer run, when German consumption, and her imports of these classes 


Z ing of the Egyptian sterling balances has already weakened confidence 
in Pe mapas erg Lae centre, from which it will find it difficult to recover in 
any case. Any further inimical measure against creditors would be fatal. 

2 And as M. Mendes-France’s speech to tk: French Assembly shows (Manchester 
Guardian, 15 January, 1957), Britain’s attitude might well be decisive even in the forthation 
of the Common Market itself. 
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of goods, will increase, this bargaining power might weaken. But at the 
moment it is still strong.? 

It is further increased by the fact that the European export surplus to this 
country is used by Europe to offset her large adverse balance of payments 
with the tropics, the overseas food and raw material suppliers, and, above all, 
America. Part at least of Britain’s dollar problem has been caused by the 
steady re-export of dollar commodities against sterling payments to the 
Continent of Europe whose dollar problem has been solved, so to say, on our 
backs. The fact that London reaped a trifling commission? out of this steady 
drain of our economic strength does not detract from the importance of this 
service to the continent. 

We could, therefore, hope to bargain very effectively with Europe when 
it comes to establishing a common tariff against our exports to Europe. 
This, added to the consideration that the new tariff area is hardly likely to 
be a high tariff area, very much weakens the argument that our exclusion 
would be fatal. 

This does not mean that we should use our bargaining power to wreck 
the scheme or to contract out at least cost to ourselves. It does mean that we 
can and should insist on a modification of the scheme which would render it 
less risky and more hopeful for a full development of European productivity 
and competitive power. 

(b) The second point concerns British relations with the Sterling Area. 
Ic is, to say the least, a curious fact that the very people who have always 
minimised the advantage to Britain of the existence of the preferential 
treatment of our exports in the Sterling Area and in E.P.U. through the 
existence of discrimination against dollar exports in E.P.U. or against both 
dollar and European exports in the Sterling Area, should suddenly see a 
deadly threat to our exports to Europe if preference is given to Germany or 
France by the rest by abolishing tariffs. 

Yet it is unlikely that the tariffs in the common market will be much 
higher than in its low-tariff components, 7.e. Germany or Benelux. This 
would mean the institution of, say, 20 per cent on the average by the rest of 
the area. The policy of liberalisation has meant the loss of a very much 
higher preference in the Sterling Area against Germany and the U.S. or 
against U.S. exports in the E.P.U. area. Yet advocates of free trade not only 
tolerated the systematic attack on our competitive position in the Sterling 
Area implied in the policy of liberalisation, but positively initiated and 
encouraged it. They fell into the illogical attitude of some American econom- 
ists who favour 100 per cent preference yet oppose anything less drastic 
and thus (from the same misguided* theoretical point of view) less damaging. 

No doubt, if present policies continued, the Sterling Area will be doomed 


_ |The importance of this factor was demonstrated in the 1930’s. Conversely, in the 
immediate post-war period this shortage of food, etc., increased the bargaining power of the 
producers. 
* This fact might to some extent explain the steady support of the City for the poli 
‘ . “a: V . i c of 
convertibility ’. 3 Cf, e.g., J. Viner, Customs Union. , ile 
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to dissolution. But any measure which would reverse this trend could still 
secure important advantages for our exports in an area which takes more 
than 50 per cent of our exports and provides as much of our imports. Yet 
any measure which opens the British market to European competition 
necessarily weakens the coherence of the Sterling Area. It makes any special 
concession which we could make to Sterling Area purchases, e.g. through 
bulk purchase agreements, less possible, as such agreements could render 
our producers less competitive than those in other parts of Western Europe 
with free access to our markets. Conversely, our ceasing to grant preferential 
treatment to Sterling Area producers will render Sterling Area countries less 
willing to grant us a privileged position as against, say, Japanese or German 
or even American competition. This process has gone some way since we 
discontinued bulk purchase agreements, etc., to the Sterling Area producers.! 
This has impoverished primary producers and our exports equally suffered 
by cheaper competitors. If the Free Trade Area comes into being, manu- 
facturers from the Commonwealth will suffer from the suppression of their 
preferences. In some cases European producers will be preferred by a 
complete suppression of all tariffs while Commonwealth supplies remain 
subject to duty. Thus the net immediate effect on our production of the 
entry into a Free Trade Area must be measured 


(a) by the increase in our exports which would not have occurred had 
we not become members, minus the excess of imports, due to the 
same cause; 

(5) the relative decline in our exports to the Sterling Area due to the same 
cause}; 

(c) the increase in dollar imports which has to be tolerated as a result 
of our entering an organisation less discriminating against the U.S. 


It is not at all certain whether this immediate gain would be positive. 


(8) It can be argued, however, that even if there is no immediate gain in 
the Jong run, the increase in productivity of all members of the new Common 
Market, and/or Free Trade Area, would more than offset all losses or other 
considerations. The Free Trade Area would provide a large enough market 
to increase the efficiency of European industries by rationalising production. 
I do not wish to press the point that Britain is already (at any rate so far as 
most industries are concerned) a sufficiently large market to provide outlets 
for optimum-sized productive units. There is no doubt that the oligopolistic 
tendency which limits rationalisation and tends to bring about quality 
differentiation has very much increased the minimum size of the market in 
which (despite the prevalence of oligopoly) units could be expected to arise 
spontaneously of a size capable of meeting American, and later Russian, 
competition on equal terms. I wonder, however, whether the merely negative 
act of opening national markets will be sufficient to achieve this end. We 
have been asked to believe that a whiff of the grapeshot of competition would 


1 Cf. Below (8). 
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be healthy for everybody. But has it worked out that way? It is interesting 
to observe that our exports to America have increased relatively more than 
those to the O.E.E.C. countries, even though trade with O.E.E.C. was 
liberalised more than that with America. Nor did the liberalisation in the 
Sterling Area seem to have brought about the regeneration which was hoped 
for. We lost trade to outside competitors in the Sterling Area, and Sterling 
Area producers lost markets in Britain.* 

In the end, there has been ever since liberalisation a tightening of the 
capital market, only temporarily interrupted by the windfall improvement in 
the terms of trade in 1953. Is it likely that in conditions of dear money and 
harshness, uncertainty and violent competition with a better situated 
Germany, British investment will expand so as to create large-scale industries 
in Britain which are needed if Britain is not to be submerged by Germany 
within and without the free market? ‘European’ production might well 
‘benefit’ with Britain suffering absolute decline. After all Naples joined 
Milan in a free market in 1860, and the merger wrought nothing in 100 
years but destruction to her industries. 

(9) This does not mean that we should oppose joining a Western European 
Organisation. But it does mean that we should be foolish if we joined without 
very special safeguards for our freedom of action in certain circumstances, 
and without seeing to it that the new Organisation will permit an expansionist 
solution of our problems, including the problem of maintaining the Sterling 
Area. Before I discuss what I would regard as the minimum safeguards 
for Britain, I must dispose of two problems which are closely connected with it. 


(10) The first concerns the adoption of a fluctuating exchange rate. Some 
writers accept that a problem of short-term readjustment exists, which might 
be sharpened in extent by, and vitiate the beneficial long-run effects of, the 
‘ New Deal for Europe ’, but they maintain that permitting sterling to ‘ float ’ 
freely would solve all these problems automatically in an expansionist sense. 
Nothing could, in my opinion, be further from the truth. Unless our in- 
feriority in investment is cured, or our Trade Unions suddenly lose their 
bargaining power, a floating exchange would mean an exchange floating 
steadily downwards. As German relative competitive power increased, 
sterling would be under constant pressure. Two consequences follow: 

(a) In the first place, an anticipated downward trend in the pound would 
render rationalisation through standardisation and mechanisation in our 
export industry unnecessary—the ‘ readjustment’ would take the shape of a 
change in relative real wages, in the case of devaluation in an appropriate cut. 
True enough, after a time it would result in a futile struggle for higher 
money wages” and lead to a repetition of the vicious circle of depreciation. 


* The fact that Australia, India and some other countries are continuing or beginning 
their industrialisation does not detract from the fact that they are still more complementary 
to Britain, and are likely to remain so, than any of the countries of the proposed European 
union, 

; * Cf. Mr. Dow’s brilliant analysis of the interrelation of import prices and cost inflati 
Oxford Economic Papers, October, 1956. ee cs a 


LIBERALIZATION OR CONSTRUCTIVE ORGANIZATION 47 


But in the meanwhile precious time for a basic readjustment would have 
have been wasted. Devaluation or a floating pound, like tariffs, does not 
deal with the fundamental weakness. To deal with that weakness, and at the 
same time to increase overall productivity in Britain and in Europe, a grosso 
modo reorganisation of the productive structure is required. Fluctuating 
exchange rates (if effective at all) bring about small readjustments, shifting the 
limit of what is and what is not exported (and imported). They prevent the 
benefits due to productive reorganisation, the pretended reason for accepting 
the “ Free Trade Area ’, from ever being achieved. The proposal is a flagrant 
example of the muddle resulting from the superimposition of a naive mone- 
tary theory on an equally naive ‘ real cost’ thing without attempting to fuse 
the two through applying a Keynesian approach to the problem. 

(5) In the second place any anticipated depreciation of the pound would 
certainly ruin the country. Britain is a large-scale debtor, and the slightest 
suspicion that a fixed rate is not going to be defended will bring about a 
liquidation of foreign reserves in London. The depreciation through dear 
money of the assets which the Sterling Area countries (often compulsorily) 
had to invest in these reserves has already severely shaken confidence. A 
policy which at least makes their further depreciation in terms of real value 
likely would destroy what is left. Thus a floating pound does not represent 
adequate safeguards for Britain. 

(11) The second problem is rfised by those who hope to safeguard the 
future of this country by negative safeguards, i.e. by retaining the right of 
imposing quantitative import and also exchange controls. As far as the latter 
the concerned they should raise not much difficulty, though an anticipated 
tightening is apt to induce the feared measure. But they are (in so far as they 
concern only capital movements) at least not at variance with the essential 
aim of the policy which is to obtain economies of large-scale production. 

The possibility of re-imposing quantitative controls, however, is a 
different matter altogether. Jf import quotas are permissible no-one would 
take the risk of planning investment on a scale which needs the whole of the 
area for profitable operation. Thus we must conclude that any negative 
safeguards must be framed to become operative only after every effort to 
promote an expansionist solution to the balance of payments problem has 
failed. Otherwise the Free Trade Area scheme will only create uncertainty 
without (in a number of cases at least) contributing anything favourable to 
European revival and increase in productivity. Thus some limitation on 
sovereignty will have to be accepted. An entry into the Free Trade Area, if 
it is to have any favourable impact on productivity, must be non-reversible, 
otherwise no-one will invest in rationalising production. This means, however, 
that safeguards to protect national economies from the impact of intra- 
Free Trade Area competition must be very carefully planned. For this 
reason it is essential to secure positive safeguards that the re-imposition of 
controls will not become necessary. Yet in the Ministerial speeches cop- 

1 Cf. above, p. 43, para. v. 
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cerning our entry into Western Europe nothing was said about this vital 
matter.! This omission is so strange that it led some observers” to surmise 
that the surge of support for the Free Trade Area scheme in Britain can only 
be explained by the wish to preclude any Government in Britain from being 
able to restore direct planning and controls. The explicit prohibitions and 
implicit inhibitions of the scheme would be sufficient to guarantee a mainten- 
ance of the present status of economic ‘freedom’. It is probable that this 
speculation is without real foundation. What is more likely (but not at all 
less dangerous) is that the authorities still do not realise the nature of the 
complex problems created by the faster growth of Germany and cling to the 
futile hopes of a simple-minded theory of the benefits of free trade. The 
profit motive of financial circles is a further, hardly less important, reason for 
the continued malaise of British policy. It is sometimes argued that it is 
inflationism rather than deflation which has to be guarded against. Con- 
temporary history does not bear out this view. In all Western countries 
the rise in the cost of living has become the most potent weapon to fight the 
Government. Both in Britain and in U.S. it was a decisive reason for the 
fall of administrations which had been exceptionally successful in maintaining 
employment and increasing real income. On the other hand persistent export 
surplus areas—especially Germany and the United States—have in the last 
five years pursued monetary policies which in the pre-1914 days of the 
undiluted gold standard would have been thought more appropriate for 
countries in heavy deficit. The result was to slow down output everywhere 
in the West—much to the detriment of our capacity to meet the Soviet 
challenge. 


(12) What, then, are the safeguards which we should strive for? 


(a) The expansionist solution of intra-European balance of payments 
difficulties has a short- and long-term requirement: 


(¢) The E.P.U. scheme must be reformed so as to decrease the likelihood 
of intra-European debit balances necessitating harsh deflationary 
action in any important country. Ideally, an E.P.U. Central Bank 
should be established which could at discretion discount bills for the 
debtor central bank in case of need. Alternatively, a much smaller 
rate of intra-European gold payments should be reintroduced with 
wider credit swings, instead of the present uniform gold percentage 
of 75 per cent of the monthly balance. It is obvious, however, that 
debtor governments cannot contemplate accumulating deficits to an 
unlimited extent. The causes of the unbalance must be tackled at 
their source. In order to facilitate this: 


(i) an investment board should be formed with borrowing powers (very 
much like the Coal and Steel Community) which would help debtor 
areas by positive investment projects. This would not only wipe out 


1 Labour policy statements were not quite explicit on this point eith 
2 Cf. The Spectator, Nov. 1956. : 3 ie Bai 
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deficits but also would increase capacity where it is most needed and 
thus readjust the basic competitive position of the member countries 
and achieve the basic requirements for long-term equilibrium. 
Incidentally, the fact that such an investment board is established 
would powerfully counteract the increase in risk of intra-European 
investment to which liberalisation would inevitably lead. 


(5) There should be a careful definition of permissible re-exports to avoid 
the danger of being forced to liberalise against dollars. 


(c) The member countries should retain the right of subsidising key 
industries as under G.A.T.T. 


(d) Member countries should be permitted to maintain exchange control 
against panic flights of capital. 
(e) Member countries, in addition, should be able to take fiscal measures 


to influence investment both so far as the total volume and its direction are 
concerned. 


(f) The British Government must retain the right of maintaining more 
intimate connections with the Sterling Area apart from imperial preference. 
This in turn involves: 


(z) the right to reintroduce bulk buying of foodstuffs and raw materials 
and to place long-term contracts; and 


(a) the working out of reciprocal trade agreements on the basis of increased 
British investment in the Sterling Area and the colonies. Without 
these the cohesion of the Sterling Area, which represents a preferential 
area of far greater importance than the Free Trade Area could con- 
ceivably be, would be jeopardised. 


(g) Finally, and only in case these more basic means of maintaining a dynamic 
equilibrium should fail through lack of co-operation, and with severe safeguards 
against vexatious restrictions, member countries should be able to enforce 
quantitative restrictions for balance of payments purposes discriminating 
against a persistent surplus country by common consent. 

A positive proposal framed in these terms would transform the present 
plan, which is fraught with danger for all areas of slower progress than 
Germany, into a forward-looking plan of equalising prosperity through 
expansion rather than sharing misery through deflation. 

1 It should be noted that the attempt of O.E.E.C. to co-ordinate investment in Europe 
in this sense failed. This should not, however, be quoted as a case against trying again. 

The attempt failed (despite some American pressure in its favour) because none of the 


participating countries believed that it would benefit. They should by now be wiser if 
sadder by the experiences since 1950. 


Balliol College, 
Oxford. 
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COMMON MARKET IN PERSPECTIVE 
By R. F. Harrop 


The economic effects of a European common market may be expected 
to be slow working. The plan itself envisages the dismantling of tariff 
barriers as gradual, and there may be hold-ups on the road. Furthermore, 
where competition is imperfect, we do not expect the opening of a market 
opportunity to yield its full dividend for a number of years. The need to 
get political decisions has caused leaders recommending the common 
market to over dramatise its probable effects. This does not imply that they 
are not giving a true bill. Cumulative effects over a long period may be of 
the utmost importance. The fact that they are likely to come but slowly 
does not in the least derogate from this. 

Furthermore, some effects are likely to come quickly, namely, political 
effects. The advance by stages to a free trade area will involve much closer 
mutual consultation, not only in regard to technical matters relating to tariff 
adjustments, but also in regard to wider questions of economic policy. The 
offer of Marshall Aid created the O.E.E.C., which was a first landmark in 
the advance by the member countries towards greater mutual concern with 
each others’ economic progress. The decision to have a common market 
would be an even more important landmark, and would quickly bring the 
countries closer together politically. 

The over dramatisation, or rather I should say the telescoping, of the 
economic benefits likely to flow from the common market has its reverse 
effect also. If it can inspire enthusiasm, it may also inspire fear. If it is to 
bring large, quick benefits, this implies large adjustments ; and vested in- 
terests may quail. No doubt there will be hardships. These are of the essence 
of the scheme. Its main purpose is to get larger scale operation and longer 
production lines. This means more specialisation, and the elimination or 
reduction of output in lines in which each country is at a comparative dis- 
advantage. But the adjustment is less painful if carried out in a context 
of expanding total output and demand, such as we hope will be realised in 
the next dozen years, whether there is a common market or not. 

It might be of interest to illustrate this by a crude statistical exercise. 
In the 7 years from 1948 to 1955 British manufacturing output rose by 42 
per cent. (Continental output showed similar increases). This was a rise 
of about 5 per cent a year. We should deflate this figure for the increase in 
the number employed in manufacturing, since no similar increase is likely 
to occur in the years ahead. This gives an increase of about 3.3 per cent a 
year per head. It would be an increase of about 50 per cent over a 12 year 
period. It is only at the end of 12 years that the system of free trade will be 
operating in full force, at earliest. The supposed increase of output of 50 per 
cent makes no allowance for such gains as may be registered owing to the com- 
ing into force of the common market itself, nor such speedier progress as may 
result from the higher level of investment recently realised in these countries. 
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In 1955 British manufacturing output was recorded as being worth 
£6,471 million. It is suggested that by the end of 12 years we may expect 
this to have risen by £3,240 million (at constant prices). Of this amount 
we may suppose, by simple extrapolation, that £1,440 million worth are 
required to buy more imports from non-O.E.E.C. countries. This leaves 
a residue of £1,800 million for sale to ourselves and to the other O.E.E.C. 
countries. This total includes, of course, capital goods and defence equip- 
ment as well as consumer goods. Let us suppose, no doubt by a heroic 
assumption, that from now onwards British producers regarded the whole 
of the ‘common market’ as their domestic market, and were able to sell 
to the various regions of the market in equal proportion to their buying power. _ 
This would mean a sale of £1,350 million worth of goods to the continental 
countries and only £450 million in Britain. By reciprocity, we should suppose 
a purchase of an additional £1,350 million worth of goods from the continent: 
of Europe. This, be it noted, is allowing for British imports from non- 
O.E.E.C. countries to increase in line with the growth of British national 
income, wiz. by £1,440 million at 1955 prices. 

Such a development would involve a vast increase of intra~European 
trade. British exports to the other O.E.E.C. countries amounted to £760 
million in 1955. Thus the supposition would involve almost trebling the 
trade. The object of this exercise has been to note that this terrific increase 
in trade could arise out of the mere expansion in demand to be expected in 
the next 12 years, not allowing for any possible increase in efficiency and 
consequential extra increase in demand that might be due to the common 
market itself. On this basis we could have a huge development of trade, 
even though British industry continued to supply all the goods to the home 
market that it now supplies and {£450 million worth in addition. Such a 
transaction could be represented as being painless to existing vested interests. 
One could say to them, “ Look, you are selling just as much in the domestic 
market, and precisely the same goods, as you sold before all this thing started, 
and {£450 million worth of goods in addition. What have you to complain 
of? It is only in regard to the expansion of sales that you might have had that 
you have been undercut by foreigners, but some of you have been able to 
achieve an expansion of equivalent value by the opening of the continental 
markets’. The gain from this arrangement would have flowed from the 
fact that the £1,350 million worth of goods supposed to be channelled into 
the continental market would not be a fair sample of goods now produced, 
but would be concentrated on the lines in which Britain, for one reason or 
another, has a comparative advantage. 
ns et nes as Aes ie a in fact work in this way. There 
Burihe Beatie ahs ritist Pro lucers would be subject to recession. 
the suppression of pence baa Megat: quaores would lie not in 

‘ g output, but in the better orientation of future 
expansion. 


Nor should we be too much alarmed about those declines that will occur. 
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Already we have to make our internal readjustments in the normal course 
of progress. In one year (1956) more than 100,000 persons were thrown 
out of work from certain consumer goods industries. It is true that about 
50,000 lapsed from work altogether in this year, but these are more likely 
to have been those coming out of seasonal occupations than those displaced 
from the consumer trades; there was probably no great hardship owing to 
the heavy pull-in of unoccupied persons (some 600,000) in the preceding 
two years. Had the extrusion of 100,000 from certain industries occurred 
in 1954 Or 1955, they would no doubt all have readily have found employ- 
ment elsewhere. This is a far bigger switch than is ever likely to occur in 
one year in the course of the development of the common market. Provided 
that general policies for maintaining full employment are pursued, we need 
not expect any serious hardship for labour through the arrival of competitive 
goods from the continent. 

But we need not deny that, if this project is put in train, many British 
firms ought to begin at once to think seriously about its long term implica- 
tions. And many may not like the conclusions of their thinking. We speak 
of mass production. Having the United States in mind, we may ask how 
many main types of motor car should be produced in Europe. It is true that 
the population of the proposed common market is slightly greater than that 
of the United States, but, whatever benefits flow from the common market, 
it will be a very long time beforé its population can afford to buy so many 
cars per head. To say that there should be four different types of car— 
aside from specialities—is probably to admit a wholly uneconomic level of 
diversification. Yet this would mean that, at the most, Britain should not 
be producing more than one type of car. That is the kind of problem we 
are called upon to think about. 

It is to be hoped that there will be greater co-ordination of monetary 
policy. There has been some similarity in the phasing of the trade cycle 
in the different countries of Europe in recent years, and not nearly as much 
mutual consultation about the modes of combating inflation or recession 
as that similarity should call for; the common market might be expected to 
engender a still greater similarity. 

Co-ordination of policy by no means requires uniformity. Each country 
has to adapt its techniques to its own special problems, which will continue 
to remain different. The central problem in Britain in the recent phase of 
disinflation was how to finance the nationalised industries; this problem 
just did not arise in Germany. When in desperation Mr. Macmillan was 
driven to transfer the finance to the Exchequer from the system of indepen- 
dent issues by the Public Corporations, he was perfectly right to claim that 
this move would assist him in his policy of disinflation. The validity of that 
point depends on the very special features of the British money market. 
To any continental banker unversed in these mysteries, the move was bound 
to appear not disinflationary, but inflationary. I had the utmost difficulty 
in explaining to continental bankers that this really was not so. Any attempt 


54 THE BULLETIN 


to introduce uniformity of measures, such as, for instance, all countries 
raising the Bank Rate, or conducting open market operations (if they are 
able to), at the same time, would be disastrous, and render the last stage worse 
than the first. More intense mutual consultation and understanding are what 
is required. 

There has been much talk of the possible need of flexible intra-European 
exchange rates, to secure balances of payments, in lieu of import restrictions 
when these are no longer available as corrective measures. The difficulty 
here is of course that the proper exchange rate cannot be determined by the 
intra-European balances alone. There is. no reason why, in the true economic 
equilibrium, one European country should not have a chronic deficiency 
with the non-O.E.E.C. world, while some other member has a chronic 
surplus. The latter should then pay to the former a continuing stream of 
gold. Such a flow should not be taken as a sign of the need for any re-adjust- 
ment. The special features of the E.P.U. settlement have had some tendency 
to obscure this obvious point. 

On the other hand the following point is also relevant and important. 
We might suppose—contrary unhappily to existing fact—that, prior to the 
opening of the common market, ail the countries of Europe had exchange 
rates which were, roughly, correctly aligned in relation to the position of 
each vis-a-vis the whole of the rest of the world. Thus the exchange rate of 
each might be deemed to be in equilibrium; but the opening of the common 
market might alter this. It might well happen that at existing exchange 
rates some one country might have just outside the existing margin a plethora 
of goods, the flow of which is at present impeded by existing restrictions or 
tariffs, capable of under-cutting in other European markets; or some one 
country might be particularly vulnerable to competition by other European 
countries in goods just beyond the margin, viz. just kept out by the existing 
restrictions and tariffs. Thus an exchange rate which, given existing intra- 
European restrictions and tariffs, is an equilibrium one, might be revealed 
as wrong by the common market. This is a matter which will want looking at. 

On the inception of E.P.U. generous lines of mutual automatic credits 
were set up. This seems to be something inherently desirable. More recently 
there has been a tendency to require larger gold payments, particularly 
owing to the very natural restiveness of chronic creditors, but also as part 
of the ideology of a return to convertibility. This strikes me as reactionary. 
Why should convertibility be regarded as precluding mutual credit? Indeed, 
the ardours of convertibility might make such mutual aid from time to time 
more desirable. I am sure it is preferable that the credit should be automatic, 
rather than vouchsafed ad hoc as the result of haggling and bargaining. The 
Federal Reserve System has provision for extending inter-district credits. 

Some have held that the common market should have a common wage 
structure. No doubt this is a point on which vested interests will make much 
clamour, inveighing against low wages somewhere else. This appears to be 
a sphere in which economists should make a helpful contribution by expound- 
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ing the doctrine of comparative costs. It is most unlikely that, for equiliz 
brium, wages ought to be equal even in the major European countries. If 
existing differences are greater (or possibly less) than those required for 
equilibrium, this can be subsumed under the afore-mentioned problem of 
exchange rates. 

The French press for an equalisation of social services also. They claim 
to have high standards. It is probable that the British standards are higher. 
It is claimed that a greater proportion of the finance required for the benefits 
in France falls upon industries as a cost of production. The British can make 
the counter claim that the part of their social services that is provided out 
of general taxation also falls on industry indirectly through the income tax 
or profits tax. The French counter-claim that there is a difference between 
payments, e.g. per person employed, that fall on costs, and those that only 
fall on profit, since, if profit is low, the firm in question gets relief from the 
payment, whereas the corresponding French firm does not. The quantitative 
importance of this may be exaggerated. There does not seem any reason 
in principle why the French point should not be conceded, although no 
doubt the bureaucracy would be up in arms, protesting the hideous adminis- 
trative difficulties of making any change. One might even suggest to both 
parties that they should re-form their systems on the lines proposed by Lady 
Rhys Williams! 


Christ Church, 
Oxford. 
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STOCKS. AND QUANTITATIVE RESTRICTIONS 
By J. R. SarGent 


For any country that participates in the proposed European Free Trade 
Area the gain that it reaps will be proportional to the disturbance it experi- 
ences. Economically the object of the enterprise is to rearrange the production 
of manufactures among the participants in order to take advantage of com- 
parative costs, although it is also hoped—and certainly more frequently 
emphasised and taken for granted—that there will be absolute reductions in 
costs through the economies of scale to be realised from greater international 
specialisation. All this can hardly be gained without disturbance to the 
economies of the participants; indeed, the smaller the disturbances turn out 
to be, the more sceptical will one become of the economic importance of the 
enterprise. For the United Kingdom, however, its effects are not likely to be 
confined to a disturbance of the economy, in the sense that some industries 
will decline and others will expand. It is likely also to involve a deterioration 
of the terms of trade. This is not because the removal of our tariff on the 
manufactures of other participants creates a new demand for them and thus 
drives up their prices. The elasticity that there generally is in the supply of 
manufactures should moderate any such tendency; and to the extent that it 
does occur, we shall at the same time enjoy a rise in the prices of our exports as 
the tariffs of other participants also come tumbling down. The reason for ex- 
pecting a deterioration of our terms of trade is rather the fear that we are a 
country whose tariff is high compared to that of other participants, so that 
when all tariffs have been removed, the temptation for us to buy more from 
the others will be greater than the temptation for them to buy more from us. 
It does not follow from this that our additional imports will exceed our 
additional exports, but there is at any rate a prima facie case for supposing so. 
If the supposition is corfect, then we shall have to engineer a worsening of our 
terms of trade in order to regain equilibrium in the balance of payments. 
The hope is, of course, that the effect of worse terms of trade on real national 
income will be more than offset by the higher gross output that we achieve at 
home by concentrating our efforts on those industries at which we are most 
efficient. 

How solid are the grounds for this hope, I shall not here discuss. Unless 
it is only shakily supported, we ought to grasp it without worrying overmuch 
about the disturbances we shall have to meet and the adjustments we shall 
have to make in our internal economy in the process. But the danger is that 
the Free Trade proposals will also denude-our economy still further of 
defences against the sort of disturbance from which it emphatically ought to 
be protected. There are many pressures on the balance of payments which 
are temporary, and some of them may even be self-reversing. Examples of 
such pressures occur frequently in the history of the balance of payments of 
any predominantly primary producing country, resulting from varying 
harvests, or from speculative movements in demand such as that of 1950-1. 
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The balances of payments of predominantly manufacturing countries like 
the United Kingdom feel the backwash of these fluctuations. Another 
important source of temporary disturbance is mistakes of economic policy 
abroad, permitting there an outbreak of unintended inflation or deflation. 
In a world of imperfect knowledge we must expect the continual recurrence 
of such inroads on our.balance of payments, even from the best-regulated 
economies. Moreover the United Kingdom makes its own particular con- 
tribution to the pathology of temporary fluctuations in the shape of the 
approximately biennial stock-cycle which has so aggravated our balance of 
payments difficulties. Now it is worse than pointless to allow a purely 
temporary pressure on the balance of payments to enforce the modification of 
important internal policies and the curtailment of domestic expenditure. 
There may be a case for laying the internal economy wide-open to the 
impact—to revive a somewhat outmoded concept—of a ‘ fundamental dis- 
equilibrium ’ and thus accelerating the adjustments that it must in any case 
make. But there is no case at all for laying it open to the impact of a temporary 
deficit. On the contrary, it should be insulated from it. 

This is the reason, of course, why countries hold reserves of gold or 
foreign currency. The holding of such reserves is an expensive business, in 
that the money could be made to show a much higher yield to the country 
concerned if it were invested in some less liquid form; and this sacrifice is 
only made for the sake of the insulation which it gives to the internal economy 
from the impact of temporary pressures on its balance of payments. The 
degree of insulation which the United Kingdom can derive from the present 
level of its gold and dollar reserves is lamentably thin. But we do possess an 
additional insulator; we have our second-line reserve in the shape of stocks. 
When our balance of payments is threatened with a temporary deficit, we 
are not compelled to meet it from our monetary reserves; we may equally 
well meet it from our real reserves, by running down stocks or reducing 
the rate of stock-piling of imported goods or of other goods whose release will 
facilitate exports. There may be a case in general for holding our reserves 
against temporary pressures on our balance of payments in real rather than 
monetary form. There is certainly a case for ourselves in particular, now 
that our gold and dollar reserves afford us so little insulation, to design a 
better method of manipulating stocks in such a way as to offset these tem- 
porary pressures. The case is heavily reinforced by the fact that the present 
tendency of stock movements is, for reasons insufficiently known, actively to 
aggravate the pressures. 

How, then, to manipulate stocks? It is often claimed that this can be 
done by a flexible monetary policy. We need not dismiss the claim. But the 
famous delicacy of Bank Rate as an instrument of policy is often such that 
its touch is hardly noticed. Certainly it had little effect in this direction in 
1955, when again substantial stock-piling accompanied the balance of pay- 
ments deficit. Let us simply say that it would be foolhardy to rely on mone- 
tary policy to masipulate the movement of stocks. Undoubtedly the most 
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effective way to ensure the liquidation of stocks of imported goods in the 
face of a temporary deficit is to apply quantitative restrictions. The usual 
argument against employing quantitative restrictions against a balance of 
payments deficit is that they are inflationary in their effect on the internal 
economy. But this inflationary effect will not be felt in the first instance 
because manufacturers wil! draw from stock what they can no longer import. 
If the deficit continues for long enough, if it ceases to be temporary, these 
stccks will become exhausted; the inflationary effect of the quantitative 
restrictions will then no longer be absorbed and will call for some curtailment 
of internal expenditure. But against a temporary deficit they are an important 
weapon for defending internal expenditure from the impact of irrelevant 
external fluctuations. They will enforce more effectively than monetary 
policy can be relied upon to do the liquidation of the country’s real reserves 
against temporary deficits, in circumstances where further liquidation of its 
monetary reserves is impossible. 

There is every reason to expect that when the European Free Trade Area 
is being negotiated, there will be strong pressure to limit the power of 
members to use quantitative restrictions even more stringently than it is 
now limited by the Liberalisation Code of O.E.E.C.! It is obviously a good 
thing, assuming that there are long-term gains to be had from the scheme, that 
quantitative restrictions should, no more than‘any of the other distorting 
factors which it aims to abolish,’be allowed to interfere with the long-term 
readjustment of the economy in the direction of comparative advantage. 
Hence the final agreement on the scheme should limit the permissible duration 
of quantitative restrictions once they have been imposed; but it should not 
limit the power to impose them for periods of time within this duration in circum- 
stances when it would be unwise for the country concerned to meet a 
temporary deficit by running down its monetary reserves. It is good that for 
the sake of an all-round improvement of productive efficiency we should 
consent to the eventual abolition of quantitative restrictions of a permanent 
or semi-permanent type; but to agree to abandon their temporary use would 
be folly. It is, of course, a folly which the present government is already 
committing; but if they allowed it to be written into an international treaty, 
it would be far harder to revoke. 

The abandonment of the power to make temporary use of quantitative 
restrictions should be contemplated only if the internal economy can be 
found some other means of insulation from the impact of temporary fluctua- 
tions in the balance of payments. Are there any such? One would be a soften-_ 
ing of E.P.U., designed to reduce the claim on the gold reserves of a cleficit 
of any given size. This would involve reversing the recent powerfully- 
supported trend to harden E.P.U. settlements. It also raises the question 
whether a soft E.P.U. would be used for settlements, when sterling can be 


1 The recent change of Chancellor makes it less likely that the pressure will be resisted. Mr. 
Macmillan has shown signs of being less dogmatic in his dislike of controls than Mr. Thorney- 
croft, and certainly less dogmatic than most of those whose advice a Conservative Chaneellor 
would be inclined to take. 


60 THE BULLETIN 


sold in New York and Zurich at a rate which the Exchange Equalisation 
Account will support if necessary. This would not be an insuperable 
objection. For the E.E.A. has it within its power to discourage the sale of 
sterling in these markets by supporting the sterling rate in a very jumpy 
way and, while keeping its average level at the height desired, making its 
level at any particular moment extremely uncertain. One hopes that in any 
case it does this rather than give the rate a dead-pan stability. This is quite 
different from the argument for a floating rate; it is merely a method which 
might be used to encourage settlements, at a fixed rate, through a soft E.P.U. 
despite the possibility of converting sterling more fully elsewhere than in 
E.P.U. Possibly a floating rate would act as an insulator against temporary 
balance of payments fluctuations by encouraging capital flows in the requisite 
sense; but it is difficult to have much confidence in this. 

Instead of seeking insulation by measures to protect our monetary 
reserves, can we find it by manipulating stocks—our real reserves—by 
methods other than quantitative restrictions? If stocks are sensitive to the 
short-term rate of interest, then in the face of a temporary deficit we might 
attempt to decumulate them by a severe stiffening of this rate. But at the 
same time we should have to prevent any consequent rise in the long-term 
rate, since this would disturb internal long-term investment and we should 
have failed to insulate the internal economy as we intended. A rise in the 
short rate combined with stability in the long could be achieved by accom- 
panying conventional measures of credit contraction by a deliberate process of 
unfunding, whereby the government would increase its short-term borrowing 
in order to buy its own long-term securities.1 While conventional open- 
market operations were levering up interest rates generally, this short-term 
borrowing would give a further lift to the short rate and the application of the 
proceeds to the purchase of long-term securities would drive the long rate 
back towards its original level. The danger that this would tend to increase 
the secondary liquidity ratio of the commercial banks,” and thus encourage an 
expansion of advances which might neutralise the effort to enforce a reduction 
of stocks, could be met by the use of Treasury Deposit Receipts to mop up 
any surplus liquidity that there may be. The major disadvantage of this 
effort to enforce a very high short rate divorced from the long rate is the high 
cost to the balance of payments, since a substantial proportion of the short- 
term debt is externally held. An alternative approach to the aim we have in 
mind, and one which does not share this disadvantage, is the tax on bank 
advances suggested by Professor Hicks in a previous Bulletin symposium. 
But this will not only disturb such long-term investments as depend upon 
bank advances for their finance, of which there may be a number in their 
early stages; it will also have an effect on the long-term rate of interest by 


1 Without credit creation, that is. The government is inclined to t i i 
when it wants to sell more Treasury Bills. pewbet erie Stes « 


* If the short-term securities sold by the government were all bought by the public | 
ublic and 
not by the banks, and the long-term securities bought by the eaveriment Gale Et sold by 
the public and not by the banks, the banks’ liquidity ratio would be unaffected 
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tempting short-term borrowers to turn from the banks to the long-term 
capital market. 

None of these possibilities seems to offer startling promise as an insulator 
against temporary fluctuations in the balance of payments. There is one, 
however, which is ready to hand and of which more might be made. The 
government itself is quite a considerable holder of stocks. At the end of 1955 
these stood at about £450 million, having declined by £230 million in the 
two preceding years owing to the decline in the area of state trading. Never- 
theless £450 million is enough to enable the government to give the internal 
economy some degree of insulation by skilfully phasing variations in the 
figure. It is true that £260 million of the total consisted of strategic stocks; 
but the freedom with which these can be run up and down for purely economic 
reasons should not be thought of as non-existent. In recent years government 
stocks have tended to share the perversity of private stocks; changes in them 
have helped to aggravate rather than offset pressure on the balance of pay- 
ments, especially in 1951.1 The government could make a greater effort to 
co-ordinate the stock-piling activities of its various departments and agencies, 
and to direct them for the purpose of absorbing pressures of a temporary 
nature. 

Perhaps, then, there is something that can be done to improve the insulation 
of the economy, now that the normal equipment for this, the gold and dollar 
reserves, has worn so thin—and now that the strain upon it had been steadily 
increasing with the drift to convertibility. But it hardly seems to add up to an 
amount which could justify us in giving up our right to resort to the temporary 
use of quantitative restrictions. We should submit readily to having clauses 
in the final treaty which limit the length of time for which restrictions 
imposed against temporary deficits can be maintained; for if there are gains 
to be had from free trade in the long run, we should allow our economy to 
be open to the influence of comparative costs and to the long-run changes 
in its structure which will be the price of those gains. But we must retain the 
power to protect our internal economy—and in particular our investment 
programme—from being disturbed by irrelevant temporary fluctuations of 
the balance of payments; and this means that we cannot throw onto the scrap- 
heap the weapon of quantitative restrictions. 


1 The relative movements of government and private stocks in 1954-5 are difficult to 
disentangle because of the steady change-over from government to private trading. 


Worcester College, 
Oxford. 
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A POSITIVE CONTRIBUTION ? 
By R. F. Kann 


I see no reason for questioning the view, which seems to be fairly generally 
accepted, that if zm any case there is going to be a European Customs Union, 
comprising the six Schumann plan countries, it is better for this country 
that we should join the projected free trade area rather than that we should 
stay out—at any rate if we can confine our participation to non-agricultural 
products. The interesting question is not that one but whether, from the 
point of view of this country, we should welcome and encourage the scheme 
as a’development which is likely to work out positively in our own economic 
interests or whether it is really most unfortunate and awkward that the issue 
has arisen at all. 

One reason why there has been so little opposition in this country to 
participation in the scheme is that most of those who dislike it feel that 
more harm would result from staying out than from coming in. It is not 
merely of academic interest to enquire whether this pessimistic attitude is 
justified. For its justification turns on issues of policy in the administration 
of a free trade area; and it is related to the question whether or not it is in 
the interests of this country to work constructively for the adoption of the 
scheme—or at least it would be So related but for the unpalatable fact that 
the scheme would offer greater advantages to some of the participants if we 
did not take part ourselves (so that if we threaten to stay out our bluff is 
only too likely to be called). 

The pessimistic attitude has prima facie much to recommend it. If I do 
not adopt it unhesitatingly, it is because I am myself pessimistic about the 
alternatives to closer western European integration. If there were reason to 
think that something might still be made of the Commonwealth and the 
sterling area, a closer affiliation with Europe, even though unavoidable, 
might be regretted on account of consequent losses elsewhere. But the tide 
has turned strongly against closer affiliation with Commonwealth and sterling 
area countries. The drift against discriminatory import control in the sterling 
area will, it is true, be encouraged by the mere fact of a closer linking of this 
country with Europe. But there. is no evidence—quite the contrary—that 
even in the absence of such closer linking with Europe anything. effective 
would be done to maintain a fruitful relationship with other parts of the 
world. Indeed, over the next few years economic statesmanship is likely to be 
heavily strained over the completely negative task of curbing the rate of 
utilisation of the sterling balances owned inside the sterling area. 

In the second place, I am not completely pessimistic about the way in 
which a closely-knit western Europe might be administered. Hostages will 
not be, it may be expected as well as hoped, altogether lightly handed over to 
fortune. Free trade is not such a very popular‘idea, and some of the reasons 
for this are good reasons. If free trade is to be the aim, even though in a 
limited sphere, the sceptics have a golden opportunity for insisting on safe- 


64 THE BULLETIN 


guards. One great advantage that Europe offers over either the Common- 
wealth or the sterling area for the exercise of a harmonising influence on the 
pattern of trade is the existence of central organs of co-ordination. The 
O.E.E.C. already exists and the Customs Union will rely on a new European 
Commission. It is true that the prospect of a two-tier system of adminis- 
tration is not in itself inviting. But it has to be accepted that the Customs 
Union is likely to be run on rather different principles from the wider free 
trade area. Within the common market of the Customs Union it is laid down 
that, except during the transitional period, restrictions on trade are to be 
reimposed in the event of balance of payments difficulties only in default 
of the granting of the necessary credits, on which reliance is placed as a 
means of avoiding restrictions on trade. On the other hand, in the discussions : 
about a looser association by this country, and probably others, in the form 
of a free trade area, there has been considerable emphasis on import control 
as a temporary alleviation for a country in balance of payments difficulties. 
If this emphasis is to be justified by the outcome, the O.E.E.C.—or such 
ad hoc body as may be set up for the purpose—will have to play a more 
positive role than it has for some years. An enormous amount depends on 
the manner in which the rules are worked out. 

My optimism, it must be admitted, is precariously poised. It has to be 
recognised that on the whole those who supply the positive impetus towards 
the free trade area—those who really believe in it as opposed to sceptics who 
regard it as an inescapable but sad necessity—are those who hanker after the 
free operation of economic forces and are unable to see the need or feasibility 
of tempering influences. Unless the sceptics exert a marked influence, in the 
various countries concerned, over the negotiation of the rules, my optimism 
will prove unjustified. At the moment optimism is in some measure kept 
alive by various public statements, which seem to suggest that in the years to 
come import control may play a more important part than it has in the last 
two years in softening the influence on internal policy of short-period fluctua- 
tions in the balance of payments. For example, Mr. Harold Macmillan, then 
Chancellor of the Exchequer, referring to import quotas: ‘Those, too, 
would be progressively abolished between the members of the free trade 
area subject to a strict proviso that they might be restored temporarily at 
any time by a country faced with balance of payments difficulties ’.1 

Another benefit to be looked for from closer economic collaboration in 
western Europe is greater readiness to alter exchange rates and more flexible 
arrangements for securing alterations. Here again one has to admit a serious 
danger. The word ‘ harmonization’ is exercising a baneful effect—largely 
under French influence—on those concerned with working out the basis 
for the Customs Union. It is illustrated by the claim that it is necessary to 
standardise the length of the working week and to eliminate exceptions to 
the principle of equal pay for equal work before free trade can be entertained. 
Such ideas are alien to the principles of free trade and it is reasonable to hope 

1 House of Commons, November 26th, 1956, Official Report, col. 40. 
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that their stupidity will gradually be recognised. But at the same time 
greater recognition is needed of the incompatibility of free trade with the 
present-day sanctity of exchange rates, which is almost worthy of the gold 
standard. 

This sanctity is partly attributable to the view that some magic attaches 
to the existence of obstacles to trade which enables a country maintaining 
them to allow its money costs and prices to follow an independent course 
aad which can therefore preserve a policy of full employment irrespective 
of what is happening elsewhere. But this idea is valid only in relation to 
fluctuations and not to trends. If a country’s full employment policy results 
in a secular rise of its money costs above those of its competitors, obstacles 
to trade will prevent the development of a growing adverse balance of pay- 
ments only if they are progressively increasing in height. That is clearly 
unthinkable. It is a different matter if one is contemplating fluctuations 
rather than persistent trends. Then this point of view has much force, and 
it must be recognised that partial elimination of tariffs and import restrictions 
will render a country more vulnerable to fluctuations in its trading position. 
These fluctuations may operate over longer periods than can be properly 
dealt with by temporary import control and advances of credits. This is 
why a change of attitude towards alterations of exchange rates seems essential. 
If this change takes place it is likely to mean that more has been gained 
than has been lost by way of restraining the influence on domestic policy of 
external factors. 

It is not, of course, sufficient that adequate provision be made for the 
necessary adjustments, both temporary and permanent. They are necessary 
to render merely tolerable the idea of the free trade area. But if it is to be 
positively attractive one has to enquire into the advantages of free trade and 
to secure a favourable response to the enquiry. It is here principally that I 
differ both from the advocates and from the critics. I tend to agree with 
the latter, though I go less far than some of them, that, in the European 
context, it is easy to exaggerate the importance of the economies of division 
of labour and of specialisation, of the spur to efficiency provided by extra 
competition and of the erosion of profit margins. Much of this will come 
about anyway. And for the rest, trial by ordeal, which is what free trade will 
mean if business men allow it to operate seriously, is a poor and brutal way 
of deciding how the principle of comparative costs is ultimately to operate 
(even though there is to be a transition period of twelve or fifteen years). 
As between one branch of manufacture and another, there is usually little 
in it, apart from historical accident; and international agreement designed 
to secure specialisation, backed by control over new investment and import 
control, even if its basis was necessarily somewhat arbitrary, would be 
speedier and less destructive in achieving the objective of free trade. It is of 
course possible that the idea of control over large expansion projects, operated 
from the centre, will in the course of time be extended from the Coal and. 
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Steel Community to the Customs Union and the free trade area generally, 
the European Commission and the O.E.E.C. constituting the necessary 
machinery. 

If the proposals were designed to apply the principle of comparative 
costs as between industry and agriculture it would again be a very different 
matter. In the Customs Union, but not generally in the free trade area, 
agriculture is to be included in the common market, and it is recognised, in 
the case of the Customs Union, that agriculture is one of the sectors in which 
the most significant results could be expected from liberalisation. However, 
it is hard to conceive at least for some of the countries concerned that altern- 
ative methods of supporting the farmer will not be continued, and indeed 
developed. 

All this may be true. But a free trade area is not the same as a free trade 
world. Precisely because it does not comprise the whole world the gain to its 
members is not confined to the economies in the use of resources which are 
associated with free trade and to the improvements to efficiency in which 
free trade may result. There is the ‘ trade-diverting ’ effect to be considered 
as well as the ‘ trade-creating ’ effect.1 Quite apart from anything else, the 
formation of a free trade area means an improvement—compared with what 
would otherwise, at the same point of time (we are of course looking ten 
years and more ahead !), be the situation—in the balance of payments position 
of the area, and therefore of most, it not of all, its members. Unless this 
country turns out to be especially vulnerable to European competition in its 
domestic market, it can hope to enjoy a reasonable share of that improvement. 
Placed as it is, and as it is likely to continue to be placed, that is a very 
acceptable benefit. It is partly the result of the participants in the free trade 
area being readier to buy from one another, as against the outside world, 
so that for most of them, if not for all, the demand for exports is raised by 
more than the demand for imports. This is additional to any improvement 
in the balance of payments position resulting from achievement of the real 
economies of free trade. 


The development of a greater actual export surplus by the free trade area 
will be in conflict with the opportunities for investment inside the area, 
rendered more attractive both by the widening of the market and—certainly 
in the Customs Union, possibly in the rest of the free trade area—by greater 
mobility of funds between European countries. On the whole it seems 
probable that the improvement in the balance of payments position will be 
taken out in a higher level of money wages relatively to money wage levels 
outside the area rather than in a greater surplus on income account. This 
will come about partly because deflationary action against the upward pressure 


~ J. Viner, The Customs Union Issue. It is, I think, convenient to retain Professor 
Viner’s phrases, and in a broad way the distinction which underlies them, despite the pene- 
trating examination of his analysis at the hands of Professor James Meade (The Theory of 
Customs Unions: see also Trade and Welfare, chapter XXXII). 


A POSITIVE CONTRIBUTION ? 67 


of money wages will be less necessary, partly because devalution will be less 
necessary than would otherwise be the case. 

In so far as the pure diversion effect of free trade in the area preponderates 
over the real economies of free trade, the balancing of trade will require a 
movement of the terms of trade adverse to the outside world. And in so far 
as it is only the diversion effect which operates, the benefit to the members 
of the free trade area is achieved at the expense of other countries. 


The possibility of such adverse effects on other countries is a very real 
one. It is obviously much in the minds of the Canadians, who were looking 
forward to a rapid growth of their exports of manufactured goods. It may be 
particularly serious for a country like Malta (if not “‘integrated’’) or Israel, 
which needs a large expansion of exports of miscellaneous manufactured 
goods in order to achieve a bare equilibrium. 


It is of course possible that the adjustment of the pattern of trade will be 
partly achieved by a lowering of obstacles against imports from outside 
countries, and so not entirely by the attainment of a higher relative level of 
money wages. In any case it is probable that there will be less resort to 
quantitative import control than would otherwise be called for, but this does 
not necessarily mean a larger volume of imports of the goods affected. In so 
far as it is the diversion effect which preponderates, some relaxation of import 
control will be compatible with a lower volume of imports. It is only if the 
lowering of obstacles is taken beyond a certain point that it will positively 
contribute to an increase of imports. And this will be possible only for 
particular commodities, not for imports as a whole, except in so far as 
Europe’s exporting powers are positively improved as a result of real 
economies of free trade. 


The indications thus hinted at of the effects on under-developed countries 
are not particularly encouraging. Adverse effects on the terms on which 
they exchange their products for manufactured goods from Europe are only 
too compatible with benefit to the European countries themselves. There 
remains, however, the question of the extent to which the improvement in 
the European balance of payments position is likely to be taken out in 
additional financing by European countries of under-developed countries. 
Even if a large favourable balance of payments on income account is main- 
tained after European monetary reserves have been adequately built up, 
there is the absorption by the organised security markets. of the United 
States, and more particularly of Canada, to be reckoned with, and possibly 
a strong move towards export of capital for political reasons. The application 
of a favourable balance to the development of backward areas will turn on the 
readiness of Governments to intervene as financing agencies and to retain 
exchange control. The main point, however, is the competition, already 
mentioned, with investment inside Europe, which makes it unlikely that, 
except perhaps for a few years, the creation of the free trade area will result 
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in the maintenance of a really substantial surplus on the balance of payments. 


But the reasons for this are not at all unfavourable if looked at from a narrow 
European standpoint. 


King’s College, 
Cambridge. 


CONCLUSION 
By G. D. N. Worswick 


It was never the hope of the editor that all the answers to the Customs 
Union and Free Trade Area proposals would be provided in a Symposium 
prepared as quickly as this, but it was hoped that all the important questions 
might be raised. No particular aspect of the proposals was suggested as a 
topic to the individual contributors. They were sent a draft of Mr. Black’s 
introductory account of the statistical background and invited to write about 
whatever they liked. Thanks would in any case be due for the interest 
aroused by each individual author, but an editor’s gratitude is redoubled in 
that he is not left with any feeling that there are important omissions which 
he himself must do something to repair. The authors have chosen to write at 
diverse levels, about different aspects and from different points of view; 
between them they touch on, and often make proposals about, all the issues 
that seem likely to arise. Not that the complementarity of subject necessarily 
denotes agreement. Where the authors do overlap there is sometimes sharp 
divergence. Professor Kahn, for example, has little patience with the idea of 
‘harmonisation’ of social services, while Mr. Harrod expresses implicit 
approval in his final sentence, though one suspects that he may have been 
guided here as much by consjderations of political tactics as of ecomonic 
principle. 

I shall not attempt any synthesis, nor any systematic listing of points of 
agreement and disagreement. Rather I should like to pick up two or three 
threads which seem to me especially important. First is the question of the 
long-term gains to be expected from a Free Trade Area. Opinions here are 
widely divergent. Contrast, for example, what Mr. Harrod has to say about 
the motor car market with Professor Johnson’s argument that ‘ the likelihood 
of economies of scale as such is extremely small’. Professor Johnson’s 
observation that there are potential economies of scale within national markets 
which have not been exploited is highly relevant: but the removal of tariffs 
must surely have some effect in assisting mass production. 

Professor Johnson takes Mr. Black to task for implicitly accepting the 
popular terms of the debate too readily, and despite a plethora of statistics, 
for not providing much of the material required. He sets out the economic 
criteria which should be applied and adds: ‘a corresponding quantitative 
exercise is called for, but will not be provided here’. Is this not a trifle 
disingenuous? Later on Professor Johnson observes that ‘a calculation of 
the potential net benefit from participation in the Free Trade area would 
obviously require a great deal of information on existing tariff levels, demand 
functions and production possibilities in Britain and elsewhere ’. This is 
a tall order. To take the apparently simplest point first: as Mr. Black points 
out, the mere summarisation of existing tariff levels is not possible for any 
independent researcher. Trade figures are not broken down in such, detail 
as to correspond to each separate tariff item: within any ‘group’ of export or 
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import items several different tariff rates may operate. As for demand func- 
tions and production possibilities, econometric methods are certainly not 
able to churn out elasticities of demand and supply (if such oldfashioned 
terms may be permitted). This is not to say that no factual light can be 
thrown on the ‘ potential net benefit’. A quantitative exercise could profit- 
ably be undertaken, not by any individual or research institute, but by the 
respective governments. The kinds of questions which need to be put are 
of course formally those set out by Professor Johnson: but they need to be 
put in the context of detailed practical experience in each individual trade, 
and only the Board of Trade (and its opposite numbers elsewhere) is in a 
position to call upon the experience required. No doubt some enquiries along 
these lines have already been made. It would be most valuable if they could 
be generalised to cover at least the major trades likely to be affected and the 
results of the enquiry published in a form which makes clear the assumptions 
upon which the questions were put. For it is in the actual examination of, 
and comment upon, the assumptions that professional economists might 
reasonably be expected to make some useful contribution. 

It is argued by several contributors that the full working out of the Free 
Trade area may give rise to structural balance of payments problems which 
will need to be allowed for by adjustment of price levels or exchange rates. 
A quantitative exercise should at least throw light on the direction of the 
changes needed, if not providing precise answers to the amounts of the 
changes. 

It is natural, and often fatal, for an economist to analyse a problem of this 
kind in two parts—the long-term, or structural, adjustment and short-term 
fluctuations. I should like to comment on Mr. Sargent’s interesting sugges- 
tion, but before doing so, I must take up the problem of Germany. At the 
end of the Second War, Mr. Balogh was one of the most ardent protagonists 
of the ‘ regional bloc ’, a stick with which he vigorously beat the advocates 
of I.M.F., I.T.O. and other manifestations of non-discriminatory multi- 
lateralism. Is his present attitude just sour grapes? } 

There has been more than one attempt in history to unify the European 
economy. Hitler had the idea in his New Order. In that conception the 
economic basis of military power would have been kept within Germany 
itself: the satellite countries would have had their heavy industrial capacity 
strictly limited, and their economies confined to agriculture and light 
industries. The hegemony of Germany would have been perpetuated 
through a monopoly of the economic resources for war. Such a system was 
repulsive—but it might well have worked. 

If I understand him aright, the danger that Mr. Balogh fears is not the 
economic subjection of Europe by deliberate and malicious use of military 
power but by the misguided application of a potentially beneficent economic 
idea. If we, and other European countries, abrogate both tariffs and quanti- 
tative restrictions, might not a persistently creditor Germany, whose pro- 
ductivity was rising faster than elsewhere, ultimately drive the other members 
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into deflation and stagnation? After all, such things have happened before. 
Of course, if we invoke the role of U.S.A. in the world-wide depression 
of the early nineteen-thirties, we are told that things have changed, and that 
we are all Keynesians now. That may or may not be true in America, but 
Mr. Harrod’s experience with continental bankers seems to suggest that they 
at any rate have not yet seen the Keynesian light.! And is it altogether 
fanciful to see in the anxiety of the French to get Germany to pay for North 
Africa now, as the price of French co-operation in the Customs Union, a. 
calculation that France may be little strengthened, and even permanently 
weakened, by the Customs Union? 

Whether or not these fears are exaggerated, it is surely right to put great 
emphasis upon the instruments for the channelling of funds for developing 
the economies of all the member countries. Even if it be true that thinking 
in matters of domestic economic policy has been revolutionised by Keynes, 
our thinking in terms of international instruments of expansion still lags 
painfully behind.? 

Several contributors make the point that the British Government’s 
insistence on the restoration of quantitative restrictiorts as the basic safeguard 
against violent short-term fluctuations in the balance of payments is not 
consistent with the long-term aims of the proposals. No doubt no British 
Government can bind itself to refrain from using any policy instrument 
in such a way that it would be helpless to counter large-scale unemployment. 
Nevertheless, Mr. Harrod is surely right that generous automatic credits 
are inherently desirable. Mr. Sargent’s proposals, too, concerning the use 
of stocks as a parallel ‘ reserve ’ are worth further study. 

On February 12th the Ministers met at O.E.E.C. to consider the report 
of a Working Party on various aspects of the parallel Customs Union and 
Free Trade area proposals. Already initial positions have been taken up, 
and the sharp divergence between Denmark and Britain over the exclusion of 
agricultural products has become apparent. That negotiations will be pro- 
tracted and difficult is more than likely, because the two sets of proposals 
do raise a number of strictly technical questions of great complexity. The 
danger that the absorption of economic brain power in technical detail 
may obscure judgement of the ultimate consequences is only too likely to 
be re-inforced by the political desire in this kind of situation to reach agree- 
ment for agreement’s sake. 

Professor Kahn is pessimistic about reviving interest in a more positive 
approach to the economic development of the Commonwealth. His pessimism 


1 Mr. Harrod will, I trust, forgive me for quoting him out of context. But it is not 
unreasonable to suggest that a banker who jibs at a strictly disinflationary manoeuvre 
via the public accounts would object twice over if the purpose was to expand the economy. 

2 The idea of establishing a link between long-term lending and chronic balance of 
payments deficits was fully worked out in 1943 by Kalecki, Schumacher and Balogh (cf. 
“New Plans for International Trade’, supplement to the Bulletin of the Institute of 
Statistics, 1943). The notion was officially picked up in the report of the United Nations 
Experts on ‘ National and International Measures for Full Employment ’ in 1949. Unfor- 
tunately however, these ideas have never been incorporated in any of the post-war inter- 
national or inter-regional arrangements. 
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will certainly not be reduced by the current suggestion that the British 
Government’s reference to the Commonwealth as the justification for 
excluding agricultural products is merely a cloak to cover up the protection 
of British agriculture. One can only express the hope that he is too pessi- 
mistic and that all attempts to make closer relations with the Commonwealth 
have not been officially abandoned. It is certain, however, that we shall not 
withdraw from the European negotiations and here there are two ultimate 
consequences which should never be lost sight of. 

Firstly, Britain as a one time Imperial Power must surely lay great 
emphasis on the need to narrow the great disparities of income and wealth 
between the low and high income areas of Europe itself. A scheme which 
led to the perpetuation of the depressed areas of France and Southern Italy 
would not be an appealing one. Secondly, while protection in its various 
forms can mitigate the impact of external changes on Britain itself, it remains 
true that our own future depends very much on securing a higher rate of 
investment than we have been able to achieve so far in the post-war years. 
We should not, therefore, support proposals which would make this objective 
even more difficult. ; 


CHANGES IN THE’ SOVIET POPULATION 
By A. Nove and J. A. NEwTH 


There has been no census in the Soviet Union since January, 1939, and 
only partial data on this census have been released.1 Since then, even the 
total population has been a state secret, until estimates were published in 
1956. In recent months, however, information has appeared in several. 
official Soviet publications which makes possible an analysis in some detail 
of the present population, and also comparisons with prewar. These new 
publications are the following: 


(2) A handbook of general statistics—Narodnoe Khozaistvo S.S.S.R.— 
hereinafter referred to as the general handbook—published in June 1956. 
This gives an estimate of the total population and a breakdown by republics, 
as at 1940 and April 1956, to the nearest 100,000. There is also a table giving | 
the population of cities with over 100,000 inhabitants for April 1956. These 
are the only statistics so far published which explicitly give population figures. 
While containing some very important information; this volume is of very 
limited value as a guide to population movements, since the gigantic Russian 
republic (R.S.F.S.R.), containing over half of the people, is dealt with as one 
unit. 


' (0) A table in the periodical Vestntk Statistiki (No. 5 of 1956, published 
in November) gives the number of doctors and hospital beds by republics, 
and by oblasti (provinces) for the R.S.F.S.R., Ukraine and Byelorussia, 
while another table gives the numbers of doctors and hospital beds per 
inhabitant in the same areas, all for the beginning of 1956. By dividing the 
items in the first table by those in the second, an estimate of the population 
for those areas can be made with a margin of error of about 1 per cent. 


(c) Far more detail can be extracted from the new handbook on Soviet 
trade (Sovetskaya Torgovlya), which appeared in November 1956. This 
contains, on pp. 305-332, the following: 

(i) The number of retail trade establishments in total, by republic, 
krai and oblast. 

(ii) The number of restaurants by the same territorial divisions. 

(ii) Number of inhabitants per retail trade establishment. 

(iv) Number of persons per restaurant. 


These figures are given for ‘the end of 1940’ and ‘the end of 1955’. 
Clearly, the product of (i) and (iii), or of (ii) and (iv), should be equal to the 
population of the given area. The number of shops and restaurants is given 
exactly, while the number of persons per shop and restaurant is evidently 
rounded to the nearest unit. Then the maximum margin of error in any area 
will be one half of the number of shops or restaurants, whichever is the smaller, 


1 The best source in English on the 1939 census, and on Soviet population questions in 
general, is F. Lorimer: The Population of the Soviet Union (League of Nations, Geneva, 
1946). ‘ 
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while a comparison of the two calculations will generally enable us to narrow 
the possible range still further. An example may make this clear: 


Archangel obiast, 1940. 
Number of shops, 3,586. Number of restaurants, 1,291. 
Persons per shop, 308. Persons per restaurant, 857. 


Using the shops data, the population is between 3,586 x 307.5 and 
3,586 x 308.5, i.e. between 1,102,695 and 1,106,281. From the restaurant 
data, it is between 1,291 856.5 and 1,291 X 857.5, ie. between 1,105,742 
and 1,107,032. To the nearest thousand, it is therefore reasonable to take 
1,106,000. 

This is the process by which the table has been constructed. Crosschecks 
on inner consistency are provided by the many regional and republican 
sub-totals provided in the original tables used in the calculations. There is a 
remarkable degree of consistency, with only one exception, that of the 
Tadjik republic!, and then only for 1940. The arithmetical margin of error 
in the calculated figure for the total population cannot exceed 60,000, while 
the large majority of oblasti must be correct to the nearest thousand. 

In making these calculations, what we have in fact done is to reconstruct 
the figures which the Soviet statisticians must have had in front of them 
when they were working out the number of shops and restaurants per head. 
Our next step must be to see whether the results are consistent with other 
population data. In the case of 1940, we will show in due course that they 
ali too closely resemble the 1939 population census. For 1955-6, the figures 
from the general handbook are included alongside our calculations, whenever 
they are available. Bearing in mind that republican data in that handbook are 
rounded to the nearest 100,000, the comparisons are reassuring, especially 
when the difference in date (‘end of 1955’ and ‘April 1956’) is taken into 
account. For cities the results are remarkably close. For the larger republics, 
and in the total, there is a discrepancy to explain (the point will be discussed 


1For 1940, the figures for the Tadjik republic are internally inconsistent, due possibly 
to some error in the Soviet statistical offices, or perhaps because in this one instance the 
oblast boundaries used in the trade and restaurant tables are not the same. Our methods 
lead to the following results: 


Derived from data Derived from data 


on shops on restaurants 
(thousands) 
Total 1484 1484 
Gorno-Badakhsh: Bee 7 a eas 43 69 
Leninabad x gt. oi a Sse 464 524 
Stalinabad, etc. a bc aig aa 982 895 


emer ee ee ee eee ee 


_ The sum of the items given is 1489 and 1488 respectively, both being outside the 
arithmetical margin of error of the separately-calculated total for the republic. Something 
is clearly awry. These discrepancies do not occur in the data for Tadjikistan in 1955, or for 
any other area at any date. The ‘restaurant’ calculation has been used in the general 


table, because it seems, from the figures, much the more likely to be comparable with the 
1955 calculations 
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below). It is proportionately greatest for Kazakhstan, an area affected by a 
wave of new settlement and migrant labour connected with the so-called 
“virgin lands campaign’, so one would reasonably expect the difference 
of date to influence the figures most there. The medical data, from Vestnik 
Statistik, tend to produce results a little above those calculated from the 
Trade statistics and below the figures in the general handbook, which is 
what one would expect from figures based on ‘the beginning of 1956.1 

The comparison with pre-war is derived from the same source as the 
1955 figures, and so must represent the best effort of the Soviet statisticians 
to achieve comparability. This involved them in major recalculations, owing 
to the very numerous boundary changes. Therefore our results do provide a 
reasonably sound basis on which to measure changes in population distri- 
bution. There are, it is true, certain unresolved doubts, to which we shall be 
drawing attention. But these doubts apply to the Soviet data, rather than to 
our methods in handling them. 


Changes in population distribution since before the war : 


To a large extent the table speaks for itself. A remarkable feature of 
the statistics is the extent of depopulation in the rural areas of the north- 
west and west. Thus there are declines of over a quarter in the oblasti of 
Novgorod, Pskov, Smolensk, Velikiye Luki, Vitebsk, Kaluga, Ryazan and 
Orel. All were affected by war destruction, but all are also areas of relatively 
low crop yields and poor collective farms, while being far from large urban 
markets. Many impoverished peasants must have left since the war. 

The fall in the total population of the Ukraine is greater than is shown 
in the table (or in the general handbook), because the 1940 total excludes 
Transcarpathia, where there were then about 700,000 persons.” It is notice- 
able that the areas annexed from Poland all suffered declines far above the 
average, varying from 18.6 to 27.9 per cent (the largest reduction in any 
oblast in the ‘old’ Ukraine—Poltava—was 13.7 per cent). The departure of 
many inhabitants to the west during the war, the elimination of the large 
Jewish population, and probably also Soviet deportations, must have com- 
bined to cause this very considerable fall in the population of the western 
Ukraine. 

There has been a substantial movement into areas east of the Volga, 
reflecting the eastward shift of industry and also (especially in Kazakhstan) 
the ‘ virgin lands campaign’. The big rise in the populations of eastern 

1 The data deduced from the medical statistics contain a margin of error of about 1 per 
cent, which makes comparisons hazardous, but the following examples illustrate the point 
(though admittedly some figures point, though much less insistently, the other way). 
Trade and medical calculations are given in that order (in thousands) :— 

Georgia 3920 and 3990. 
Kazakh S.S.R. 8121 and 8390. 
Azerbaidjan 3209 and 3340. 
Uzbek S.S.R. 7171 and 7310. 
(but Grozny, 565 anf 560). 


2 According to the League of Nations statistical year book, 1942-4, p. 20, which inéluded 
this territory in Hungary. 
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Breakdown of the Population of the Soviet Union 1939-1940 and 1955 
Items do not necessarily add to totals, because of rounding. 
(Thousands). 
1939-1940! end-1955 percentage 

change 
R.S.F.S.R. 108,347 +16 (108,400) 777,855435 (113,200) + 3.2 
A. NORTH 3,026 3,123 +2 ss aaa 
1. Archangel 1,106 1,193 + 7.9 
2. Komi A.S.S.R. 319 636 + 99.4 
3. Vologda 1,601 +2 1,294 — 19.2 
B. NORTHWEST fe 7,425 42 7,274 44 — 2.0 
1. Karelian A.S.S.R. 469 610 + 30.1 
2. Leningrad 4,677 4,322 — 7.6 
Leningrad city 3,191? 3,180 (3,176) — 0.3 
Leningrad oblast 1,486 1,142 — 23.1 
3. Murmansk 291 453 + 55.7 
4. Novgorod... we tZ2 714 — 36:4 
5 a Pskov sta Ss 868 559 — 35.6 

6. Kaliningrad (Konigsberg) — 614 — 
Cc. CENTRAL 47,384 44 43,060 +12 — 97 
1. Arzamas... 1,341 1,062 — 20.8 
2. Balashov ... 1,134 959 — 15.4 
3. Bryansk ... 1,802 1,538 — 14.7 
4. Byelgorod * 1,441 1,183 — 17.9 
5. Chuvash A.S.S.R. 1,076 1,085 + 0.8 
6. Gorky ... neg 2,180 2,380 + 9.2 
Gorky city 644 872 (876) + 35.4 
Gorky oblast, 1,536 1,508 — 1.8 
7. Ivanovo ... 1,408 ar35i — 4.0 
8. Kalinin 2,170 1,604 — 26.1 
9. Kaluga 1,178 886 — 24.8 
10. Kirov 2,336 1,905 — 18.5 
11. Kostroma 1,055 896 — 15.1 
12. Kursk 1,778 1,450 — 18.4 
13. Lipetsk ... 1,353 1,121 — 17.2 
14. Mari A.S.S.R. ... 580 636 + 9.7 
15. Mordva A.S.S.R. 1,185 991 — 16.4 
16. Moscow a 8,985 +2 10,786 +4 + 20.0 
Moscow city 4,137 +2 4,826 +2 (4,839) + 16.7 
Moscow oblast 4,848 5,960 +2 + 22.9 
17. Orel 1,286 908 — 29.4 
18. Penza 1,651 1,503 — 9.0 
19. Ryazan ... 1,925 1,406 — 27.0 
20. Srholensk 1,983 1,159 — 41.6 
21. Tambov ... 1,818 1,489 — 18.1 
gon ula) A 1,528 1,490 — 2.5 
23. Velikiye Luki 1,047 654 — 37.5 
24. Viadimir 1,340 1,349 + 0.7 
25. Voronezh 2,208 1,883 — 14.7 
26. Yaroslavl 1,601 1,370 — 14.4 
D. VOLGA 9,821 +2 9,896 +3 + 08 
1. Astrakhan 739 682 — 7.7 
2. Kuibyshev : 1,646 2,162 + 31.3 
Kuibyshev city ... 390 745 (760) + 91.0 
Kuibyshev oblast 1,256 1,417 + 12.8 
3. Saratov fe 1,866 1.725 — 7.6 
Saratov city 376 517 (518) + 37.5 
Saratov oblast 1,490 1,208 — 18.9 
4. Stalingrad — 1,472 1,440 — 2.2 
Stalingrad city ... 446 519 (525) + 16.4 
Stalingrad oblast 1,026 921 — 10.2 
5. Tatar A.S.S.R. 2,914 2,763 — 5.2 
6. Ulyanovsk 1,183 123 Se ey 
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NORTH CAUCASUS 
Daghestan A.S.S.R. 
Grozny ... ae 
Kabardin A.S.S.R. 
Kamensk ae 
Sochi city aoe 


Rest of Krasnodar krai__ 
North Ossetian A.S.S.R. 


Rostov... om 
Rostov city 
Rostov oblast 
Stavropo! 


URALS xe ues 
Bashkir A.S.S.R. 
Chelyabinsk Sat 
Chelyabinsk city... 
Chelyabinsk oblas 
Chkalov ete 
Molotov ‘ 
Molotov city 
Molotov oblast 
Sverdlovsk he 
Sverdlovsk city ... 
Sverdlovsk oblast 
Udmurt A.S.S.R. 


WEST SIBERIA 
Altai Krai 
Kemerovo 
Kurgan 
Novosibirsk me 
Novosibirsk city 
Novosibirsk oblast 
Omsk ae Bs 
Omsk city 
Omsk oblast 
Tomsk 
Tyumen ... 


EAST SIBERIA 


Buryat-Mongol ASS.R. ; 


Chita ae s 
Irkutsk ... 
Krasnoyarsk 
Krasnoyarsk city 
Krasnoyarsk oblast 


Yakut A.S.S.R. oa 


Tuva autonomous oblas 


FAR EAST ... 
Amur as 
Kamchatka 
Khabarovsk 


Primorski krai 


1939-1940 


10,562 +3 

1,062 
624 
349 
1,206 
3,180 
64 
3,116 
474 
1,886 
510 
1,376 
1,782 


12,474 
3,158 
1,723 

273 
1,450 
1,675 
2,087 

255 
1,832 
2,612 

426 
2,186 
1,220 


9,902 +2 
2,388 
1,654 
976 
1,862 
406 
1,456 
1,390 
281 
1,109 
643 


end-1955 


10,879 +3 
895 
565 


1,937 

561 (552) 
1,376 
1,737 


75,4204+5 
3,172 
2,711 

606 (612) 
2,105 


2,836 
533 (538) 
2,303 


1,1567 +3 
2,496 
2,569 

964 
2,157 

734 (731) 
1,423 
1,570 

495 (505) 
1,075 

736 
1,072 


6,396 +2 

636 

992 
1,709 
2,417 

322 (328) 
2,095 

477 

163 


4,229 +2 
730 
198 

1,114 
232 

1,277 
678 
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Ukrainian S.S.R. 
Cherkassy 
Chernigov 
Chernovitsy 
Crimea BEG 
Dnepropetrovsk ... 
Drogobyzh 
Kharkov 
Kherson ... 
Khmelnitski 

Kiev as 
Kirovograd 

Lvov « 
Nikolayev 
Odessa. 
Poltava 

Rovno 

Stalino 
Stanislavov 
Sumy ae 
Ternopol 
Vinnitsa ... 
Volhynia. ... aa 
Voroshilovgrad ... 
Zaporozhe 
Zhitomir ate 
Transcarpathia ... 


Byelorussian S.S.R. 
Brest as SAE 
Gomel 
Grodno 
Minsk 
Mogilev ... 
Molodechno 
Vitebsk 


Uzbek S.S.R. 
Andijan 

Bukhara ... ws 
Ferghana = 


Kara-Kalpak ASS.R. ... 


Kashka-Darya 
Khorezm ... 
Namangan 
Samarkand 
Surkhan-Darya ... 
Tashkent ... 


Kazakh S.S.R. 
Akmolinsk 
Aktyubinsk 
Alma Ata... 
Dzhambul doe 
E. Kazakhstan 
Guryev 
Karaganda 
Kokchetav 
Kustanay... 
Kzyl-orda be 
N. Kazakhstan ... 
Pavlodar ... 
Semipalatinsk 
S. Kazakhstan 
Taldi-Kurgan ... 
W. Kazakhstan 
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1939-1940 


41,030 +10 (41,000) 
1,576 


9,249 (9,200) 
1,345 
1,541 
1,125 
1,579 
1,339 
1,038 
1,281 


6,333 (6,300) 
653 


481 
779 
454 
460 
344 
521 
1,022 
315 
1,305 


6,094 (6,200) 
323 
338 
481 
355 
537 
287 
403 
331 
372 
328 
363 
249 
381 
650 
317 
380 


end-1955 

40,240 +12 (40,600) 
1,496 
1,563 
760 
1,105 
2,459 
851 
2,437 
794 
1,623 
2,667 
oetitos 
1,224 
991 
1,925 
1,637 
910 
3,860 
1,092 
1,527 
1,085 
2,136 
874 
2,170 
Dey 
1,574 
919 


7,910 +2 (8,000) 


7,171 (7,300) 


8,121 +2 (8,500) 
536 


371 
755 
509. 
689 
274 
848 
410 
541 
306 
422 
401 
437 
847 
441 
342 
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: 1939-1940 end—1955 ercent. h 

P. Georgian S.S.R --- 3,569 +4 (3,600) 3,920 (4,000) Zi “ae hots 
Q. Azerbaydjan S.S.R. --- 3,206 (3,200) 3,309 (3,400) + 3.2 
R. Lithuanian S.S.R. --- 2,925 +20 (2,900) 2,650 (2,700) — 9.4 
S. Moldavian §.S.R. --- 2,500 (2,500) 2,640 (2,700) + 5.6 
T. Latvian S.S.R. oe 7,905 +11(1,900) 2,030 (2,000) + 6.6 
U. Kirghiz S.S.R. = 7,458 (1,500 7,880 +4 (1,900 

1. Dzhalalabad . ose : 276 ceed 3 a0 

2. Frunze Sec 485 786 + 62.1 

3. Issyk-Kul se 174 218 + 25.3 

4. Osh sei oat 417 482 + 15.6 

5. Tien-Shan ae 124 115 e753 
V. Tadzhik S.S.R.3... ae 7,484 (1,500 7,739 (1,800 

1. Gorno-Badakhshan a.o.... 69 { 60 bee Ls iso 

2. Leninabad es Jere 524 587 + 12.0 

3. Stalinabad and areas under 

republican control ... 895 1,089 + 21.6 

W. Armenian S.S.R. .-- 7,282 (1,300) 7,592 +2 (1,600) + 24.2 
X. Turkmen S.S.R. ... Se. 1,257-(1-200) 7,340 (1,400) ae Ay | 

1. Ashkhabad ws one 446 476 + 6.7 

2. Charjou i; See Sats 266 295 + 10.9 

3. Mary ae es abe 290 308 + 6.2 

4. Tashauz ... es wat 249 260 + 4.4 
Y. EstonianS.S.R. ....... 7,052+10 (1,000) 1,740 (1,100) ood eid 
ALL-UNION TOTAL ... 191,673 £44 (191,700) 797,478 +59 (200,200) + 3.02 


1 For discussion of the date to which these figures refer, see. text. 

? This figure, derived from the restaurant data is consistent with the regional total. A 
slightly higher figure is reached by using shops data, but this isalmost certainly due to a 
misprint on p. 320 of the Trade Handbook, where the entry under Leningrad City for 1940 
should read 467 and not 477. 

3 For possible alternative figures for 1940, see footnote 1, p. 74, above. 


GENERAL NOTES 

Where the margin of error inherent in the data exceeds 1,000, this is indicated after 
the relevant figure in the table. 

In cases where figures for the town or area in question were cited in the general statistical 
handbook (Narodnoe Khozatstvo S.S.S.R.), they are given in brackets after the 1955 entry 
in the table. They relate to April 1956, and in the case of republics were given to the nearest 
100,000 by the source. The absence of a figure in brackets means that such a cross-check is 
not available. : 

Where not otherwise specified, the figures relate to the local-authority area (oblast, 
krai) inclusive of any cities which it may contain. If the source used provides separate 
data on a city, this is given separately, and is then followed by the population of the area 
exclusive of the city of question. 

It was not possible to deduce the population of certain large towns from the tables used 
in our calculations. The following data relate to cities with a population of 400,000 or over, 
taken from the 1939 census returns and the April 1956 estimate of the general statistical 
handbook. The name of the town is followed by a reference to the entry in the table of the 


local authority of which it forms part: 1939 1956 
Kiev (K 10) ase ase sae .-- 846 991 
Baku (Q) ... zee aaa i aoe SOD 901 
Kharkov (K7) ... sie ae eh GES) 877 
Tashkent (M 10) ... ves aed £32) “585 778 
Tbilisi (P) eae scp Bot ee BH DL9) 635 
Stalino (K 17)... i ABe at AO 625 
Odessa (K 14)... Eas ae sae = 2 004 607 
Kazan (D 5) noe rts ste .- 402 565 
Minsk (L 4) we riba es coh ae WES) 412 
Voronezh (C 25) ... see soe Se oad 400 
Riga (T) ... é 393A 565 


Note a, 1932 estimate, from Statesman’s Year Book. ; nee 

If any republic is not sub-divided in the table, this is because it does not contain adminis- 
trative sub-divisions of the oblast type. : > 

S.S.R. stands for Socialist Soviet Republic, a constituent republic of the U.S.S.R. 
R.S.F.S.R. is the Russian republic. : ; 

A.S.S.R. is an autonomous socialist soviet republic, forming part of an S.S.R. 
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industrial cities contrasts with the relatively slow expansion of the largest 
towns in the centre and west, due partly to war damage and partly to deliberate 
policy. 

The very large percentage increases in the Far East sometimes represent 
quite a small increase in absolute terms in a very sparse population. Thus 
Kamchatka, with an area almost double that of Great Britain, still appears 
to contain under 200,000 persons. The case of Sakhalin, with its sixfold 
rise, is almost certainly misleading: it will be shown that there is every reason 
for supposing that postwar annexations (which include the southern half of 
the island) were omitted from the 1940 figures. 

Areas traditionally associated with prison labour—Magadan and the 
Komi A.S.S.R.—have fewer inhabitants both before the war and in 1955 
than might have been expected. This raises the question of whether prisoners 
are included in the data used in our calculations, at any rate in the localities 
in which they may be forced to reside. An interesting crosscheck is with the 
retail trade statistics. State and co-operative sales per head work out very 
far above average in the two areas in question, particularly for Magadan, 
which is among the highest in the U.S.S.R., above even so exceptional a 
city as Leningrad.1 As wages are high in the Arctic regions, this would be in no 
way surprising if free labour alone were involved, or if there were very few 
prisoners in these areas; especially as the kolkhoz markets are very small 
here and the consumer must rely much more on state and co-operative trade. 
The possibility that the prisoners also received high wages” is not borne out 
by the reports of returning foreign prisoners. 


The 1955-6 total population 

The general handbook gave a total population as at April, 1956, of 
200,200,000. Our methods lead us to 197,475,000 for what is described 
as ‘the end of 1955’. About four months’ natural increase would account 
for a little over a million persons. What, it may be asked, are the 1,700,000 
who remain? Several explanations are possible. 

In the first place, the population figures used by Soviet statisticians in 
preparing the trade tables may not have been those of ‘ the end of 1955’ at 
all. It will shortly be demonstrated that, in the same set of tables, ‘ the end of 
1940 ’ in fact meant the beginning of 1939. It looks as if they used whatever 
population estimates happened to be most easily available, and for 1940 
these were the 1939 census returns. No doubt the figures on the number 
of shops really are those of the end of 1955, but the population could have 
been for an earlier date; if this were the middle of 1955, the entire discrepancy 


1 .S.S.R. average for 1955 works out at 2542 roubles per head, the Komi A.S.S.R. 
4226, © paiecad city 6165, Magadan 7345. These figures are obtained by dividing the 
calculated population into the value figures given in the trade handbook, pp. 207-213. __ 

2 It is known that many prisoners were released in amnesties during 1955. However, if 
they remained as free labourers, or were replaced by such, one should have expected trade 
turnover in the areas concerned to show a sharp rise compared with 1950, the more so as 
prisoners’ earnings were much lower in 1950 than they became after Stalin’s death. However, 
the increase in trade turnover in Magadan and the Komi A.S.S.R. from 1950 to 1955 was 
actually somewhat less than for the U.S.S.R. as a whole (34 per cent against 39 per cent.) 
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is thereby fully explained. But of course this is a double-edged argument. 
The April 1956 estimates, which were already available at the time of prepara- 
tion, might have been used instead, with some downward adjustment, 
which leads to another species of possible explanation. 

This is represented by the possibility that the nature and purpose of the 
tables which we used as our raw material—which were designed to show the 
density of trade and feeding establishments—might well cause the omission 
of persons who could not use them. These might be prisoners, for instance, 
or soldiers stationed abroad. 


The prewar population 

The possible discrepancy between the totals deduced from the Trade 
statistics and given in the general handbook, which has been the subject of 
the previous few paragraphs, does not exist for the figures purporting to 
represent 1940; thus the former works out at 191,675,000, and the latter is 
given as 191,700,000 to the nearest 100,000. As the table shows, the figures 
for the republics are extremely close, if not identical when rounding is allowed 
for. Therefore the conclusions of the analysis that follows are applicable in 
equal degree to figures derived from both these sources. These conclusions 
are—that the figures relate not to 1940 at all (let alone ‘ the end of 1940’), 
but to fanuary 1939, at any rate so far as the ‘ old’ territory of the U.S.S.R. 
is concerned. 

This assertion may seem surprising, and demands proof. This can be 
supplied by a comparison with the census returns for those areas not com- 
plicated by boundary changes. The following little table gives some examples: 


Jan. 1939 ‘End 1940’ ‘1940’ 
census (calculated) (general 

; handbook) 
Leningrad city ae 3,191 3,191 — 
Moscow city nie 4,137 4,137 — 
Gorky city ... acc 644 644 — 
Kuibyshev city Soe 390 390 — 
Chkalov oblast ees 1,677 1,675 — 
Komi A.S.S.R. ees 319 319 — 
Armenia Foe ate 1,282 1,282 1,300 
Kirghiz S.S.R. 1,459 1,458 1,500 
Turkmen S.S.R.... 1,254 1,251 1,200 
Azerbaidjan S.S.R. 3,210 3,206 3,200 


The last column is rounded in the original to the nearest 100,000. The 
fact that the marginal case of Turkmenistan is rounded down (instead of up 
as it strictly should have been), may well be explained by the anxiety of the 
Soviet compilers to make the parts add up exactly to the whole (which, in the 
appropriate table on p. 18 of the general handbook, they do). The table 
provides so many cases of virtual identity as to exclude the possibility of 


1It may be argued that all military personnel could, with equ i i 
unless the Russian equivalent of N.A.A.F-.I. were included in the A ees paclaee tan ae 
if the discrepancy to be explained is only 1.7 millions, then it cannot be due to the omission 
of all the military, which must certainly number more than this. But if the prisoners wi 
excluded from their areas of forced residence in 1940 or 1955, were they in the total? re 


CHANGES IN THE SOVIET POPULATION 83 


coincidence. Suspected discrepancies turn out to be explained by territorial 
changes. For example, our calculated population for the Uzbek republic is 
51,000 greater, that of Kazakhstan 52,000 smaller, than is shown in the census 
returns. But, sure enough, a small area was transferred from the Kazakh to 
‘the Uzbek republic, and the discrepancy on the combined figures is only 
1,000 out of nearly 12} million; evidently, we are dealing with the same data. 
Since the 1939 census details were preliminary, and it is now known that the 
revised total was about 90,000 greater than had been previously published 
(see Vestnik Statistiki No. 6-1956), it is remarkable how insignificant the 
discrepancies are. As might be expected, there is the closest identity for 
cities, where the original returns stood in least need of later adjustment. 
This means that the natural increase since January 1939 is omitted from 
the so-called ‘1940’ population. Closer examination also shows that the 
“1940 ’ figures omit territory acquired since the end of the war, and to this 
extent are not strictly comparable with 1955-6. This is clear from the table, 
where there are blanks opposite Transcarpathia, Kaliningrad (K6nigsberg) 
and Tuva (and logically the territories acquired after the war from Japan 
would seem to be excluded from the Sakhalin oblast, of which they now form 
part). 

How many people, then, were there in the U.S.S.R. at the end of 1940? 

It is necessary to add, first, the natural increase since January 1939. The 
general handbook (p. 243) gives the excess of births over deaths in 1940 as 
13.4 per thousand. This would justify an increase of some 34 millions to the 
middle of 1940, 44 millions to the end of the year. It is probable that the 
Soviet estimates for territories annexed in 1939-40 relate to 1940, since this 
was the year in which they were acquired and/or statistically digested. 
Then it would seem that there were at least 1954 million inhabitants within 
the Soviet boundaries at the end of 1940, not the 191.7 million claimed in 
the general handbook and implied by the trade statistics analysed here. 
Another million could be added if territorial comparability is desired, even 
after downward adjustment for the departure of the original inhabitants of 
annexed areas—e.g. the Germans from K6nigsberg. Therefore the popula- 
tion increase between 1940 and 1955-6 is even smaller than has been claimed 
in the officially-published data, and war losses higher. Even as late as the 
end of 1949, the total population was below 180 million.? It must have been 

considerably lower than this in 1946. 


1 According to the League of Nations statistical handbook, the territories acquired by 
the U.S.S.R in 1939-40 contained 22.2 million people (mainly estimates for December, 
1939). From this figure must be deducted the Bialystok region, with 1.4 million inhabitants, 

yhich was returned to Poland after the war. ; ; . 
. 2 The general statistical handbook (p. 243) gives the following crude birth and death 
rates for the period 1950-55: 


; 7950 19571 1952 1953 Lee Nee 
Birth rate... Loe 26.5 20.8 26.4 24.9 6. : 
Death rate ... oe 9.6 9.6 9.3 9.0 8.9 8.4 


Assuming a population at the end of 1955 of 199 million (200.2 million was the official 
estimate for April 1956), one arrives at the following approximate results: 
End of year 1949 1950 1957 1952 1953 1954 
(millions) ... soe BWR 182.9 186.1 189.2 191.3 195.6 
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No western analyst allowed for losses on the scale implied by these figures, 
and so the Soviet population was greatly over-estimated abroad. Some still 
doubt the official 200.2 million for April 1956. It is admittedly an estimate, 
and may eventually prove to be inaccurate. However, the following school 
attendance statistics seem broadly consistent with the Soviet claim, especially 
as no western scholar allowed for so drastic a decline in the birth and child- 


survival rate. 
Children in classes 1—4 and preparatory 
(age-groups approx. 7—10. Thousands) 


i Ke 7 eo Pe eBbosntecreecocosedcor 21,375 
1948-49 re ecnscnsserdetateaeens 23,732 
1953-54. ne cieess sess aemaerce 12,106 


This is bound to have serious consequences for the Soviet labour intake 
during the next few years. 

It cannot be pretended that this paper answers all the statistical questions 
which it poses. This is, indeed, impossible without more information. There 
has been a marked increase in the range of statistics published in the U.S.S.R.., 
and there may appear ere long some more data on population, which should 
help to clear up doubts, support certain hypotheses, eliminate others. Then 
perhaps it will no longer be necessary to deduce population data from retail 
trade statistics. 


1 Source: Kulturnoe Stroitelstvo (statistical handbook on culture and education, published 
at the end of 1956 by the Soviet Central Statistical Office), p. 122 ‘ 


SAMPLING ERRORS IN THE SAVINGS SURVEYS 
By L. R. KLEIN and PETER VANDOME 


Comparisons of results among different surveys or among different 
groups within any given survey cannot be properly made without adequate 
knowledge of sampling errors. We recognise fully that other errors are 
undoubtedly present and may be as large as sampling errors, but we make no 
numerical computations of errors due to misreporting (faulty memory, 
deliberate untruthfulness, or interviewer mistakes), nonresponse, incorrect 
editing, faulty transcription of information, etc. 


Lydall* has carefully described the sampling methods used in the 1952 
Savings Survey and computed a number of pertinent sampling errors. In 
this paper we are concerned with similar computations from three subse- 
quent sample surveys, the 1953 and the 1954 Savings Surveys and the 
1954 Reinterview Survey. 

As explained in a previous article,? the 1953 Survey was carried out in 
much the same manner as in 1952. It was an independently selected sample 
using the same first-stage sampling units as in the earlier survey. That is to 
say, interviews were made at the same 69 geographical sampling points 
(first-stage strata) in Great Britain. It was intended to have about the 
same number of informants im 1953 as in 1952, but the drop in response 
and the change in sampling fractions led to the final result that only 2,104 
interviews were successfully completed in 1953 as compared with 2,598 in 
1952. 

Within each of the 69 strata a further stratification into two groups was 
made. These groups consisted of an upper stratum with dwellings having a 
rateable value of at least £30 (£40 in London in 1953) and a lower stratum 
with dwellings having a rateable value less than £30 (£40 in London in 1953). 
In 1952, the upper stratum was sampled five times as intensively as the lower, 
while in 1953 the sampling rates were in the ratio 8 : 1. 

The 1954 Survey was based on an entirely different sample design.® 
Sample addresses in England and Wales were selected from the Register 
of Electors. The first-stage units, instead of being selected rating areas as in 
1952 and 1953, were electoral wards stratified by region, degree of urbaniza- 
tion, and proportion of jurors. Instead of rateable value, liability for jury 
service was made a stratifying characteristic. Addresses containing jurors 
were sampled ten times as intensively as others. In Scotland qualifications 
for jury service are different and rating lists were again used there for sample, 
selection. In the 1954 Survey, adequate response was obtained from 2,463 
income units. 


1H. F. Lydall, “The Methods of the Savings Survey,’ BULLETIN, July and August, 1954, 
pp. 197-244 and British Incomes and Savings (Oxford : Basil Blackwell), 1955. 

2T. P. Hill, L. R. Klein and K. H. Straw, ‘ The Savings Survey 1953: Response Rates 
and Reliability of Data,’ BULLETIN, February, 1955, pp. 89-126. 

3See T. P. Hill, ‘ Incomes, Savings, and Net Worth,’ BuLtetin, May, 1955, esp. pp. 


157-63. 
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The Reinterview Survey consisted of 649 attempted interviews with 
respondents successfully interviewed in 1953. All respondents with a gross 
income of £800 or more in 1953 were included in the sample, together with 
one-fifth of those with a gross income under £800 in 1953. Of the 649 
income units comprising the sample, successful response was obtained from 
429. The 1954 Reinterview sample is thus, at one stage removed, also drawn 
from the same type of sample design as in 1952 and, in particular, from the 
same first-stage units. 

Following Lydall’s approach, we have computed sampling errors accord- 
ing to the formula suggested by Gray and Corlett.1_ The 1953 sample consists 
of 69 first-stage units. Aside from five principal conurbations—Glasgow, 
Edinburgh, Manchester, Birmingham and Liverpool—these first-stage areas 
are paired.2 They are regarded as random drawings of two districts in each of 
31 strata. The Gray-Corlett formula for the variance of the mean of a variable 
y in the z-th stratum of a two-stage sample where districts are selected with 
probability proportionate to their populations, and the number of individuals 
selected from each district is constant,? is : 


1228 
a m) eur Casseae ys 
(1) Sj — pe (yi yi) “+ 
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where y;; = mean of j-th district in z-th stratum 
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A iss = 2 y,;, mean of z-th stratum 
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N, = population of j-th district in 7-th stratum 
ijn = k-th value of y in j-th district in 7-th stratum 
m = number of districts selected 
M = number of districts in stratum 
n = number of individuals selected from each district. 
The second term on the right hand side of (1) makes a positive con- 


tribution to s7. On the other hand, the factor (1—™) is less than unity and if 


neglected raises the value of the first term. For a< 0.1, Gray and Corlett 


suggest: 1 Tian ie 
m(m—I); z AC) 
as an approximation to s?. 


1P. G. Gray and T. Corlett, ‘Sampling for the Social Survey ’ 
Statistical Society, Series A (General), Vol. CXIII, Part II, 1950, x Fh Ailes Reve 
2 In two cases, triplets are formed. : , 
* For our data, the first condition is satisfied, but the second i 1 xima 
filled because of variations in response and varying propertiony’ ork ecrie ne 
upper stratum. However, in two-thirds of the 36 strata th i larg 
smaller value of m is less than two. phere fa: aid 
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If there are simply two districts in a stratum (m = 2), we have 


mm —1) ,~ 99)? = EVP)? 

We have, in fact, followed Lydall in using this approximation for our 
calculations of sampling error. For every pair of districts within a stratum, 
then, we simply square one-half the difference in mean values of the variable 
being considered between the two districts. This gives us the appropriate 
value of sj. If there are three districts to a stratum, we simply use 

1 3 
3.2 te ree 

In the case of the five conurbations for which we have no paired differ- 
ences within strata from which to get variance estimates, we approximate 
s; by the formula 


1 * . 

n(n—1) = (vax Ya)”. 

Because of the two sampling strata used at the second stage of sampling 
(upper and lower rateable values), we need to combine two such magnitudes, 
one from each stratum, in proportion to the squared share of the conurbation’s 
population living in each of the two strata, this ratio being estimated from the 
sample itself. Thus we use an estimate of within-city variance for these 5 cases. 

Strictly interpreted, the Gray-Corlett formula is not applicable unless we 
estimate s? separately from it for each of the two rateable value strata. How- 
ever, we do not have reliable estimates of population size, N,, for these 
strata; we have such estimates only for geographical areas combining both 
strata. Therefore, except in the five conurbations, we average variables over 
both rateable value strata before using formula (1). 

Formula (1) appears to refer to ordinary means of continuous (or multi- 
valued) variables. However, it could equally well be used for the calculation 
of sampling errors of percentages. If we assign dichotomous values to y;,,, 
either o or 1, the mean values of such variables show the fraction of units 
having an attribute. Hence sampling errors of percentages can be easily 
computed by substituting either o or 1, as the case may be, for y,, in the 
above formulae. In the short cut method the expression 

4(Yis—Yie)? 
is evaluated by substituting for y;, the fraction of units having an attribute 
in district 1 and for y,, the fraction of units having an attribute in district 2. 

The second term on the right hand side of (1) can be simplified in the 
case of attributes since the sum of squares about a mean can in this event be 
written as p(1—p), where p is the fraction having the attribute in question. 

If N, represents the total population of the 7-th stratum, the final result in 


estimating the standard error of all 7 strata is 
% 
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If we use (Varia)? 
as an approximation to (1) we over-estimate the first term on the right hand 


side since we use unity instead of (4) as a multiplier. To compensate 


for this over-estimate, we neglect the second term on the right hand side 
which, being a sum of squares, is always positive. In one case we have 
computed s? using both the full formula in (1) and the above approximation. 
We find a negligible difference between the two numerical results. -Our 
basic set of sampling error estimates is therefore obtained by the short-cut 
method. 

If, instead of computing sampling errors in the 1953 Survey by the 
above formulae using either (1) or the short-cut approximation to sj, we 
compute the estimated variances as though we are dealing with a random 
sample of 2104 independent observations, we would use 

s* = a2 Wize Vijx—V)* 
2104 i j k 
y= 2 + 2 Win Vain 


where w,,, are the normalised weights used to adjust for differential sampling 
and response rates in the two rateable value strata. The assumption of 
random sampling should lead to smaller estimates than by formulae (1) and 
(2). We, in fact, use a cluster sample and do not have 2104 independent 
observations since people within a cluster are more likely to be similar than 
are people in different clusters.1 The higher the degree of positive intra- 
class correlation in our cluster sample, the smaller is the value of our sample 
reckoned as an equivalent number of independently selected cases in a 
random sample. 

A simpler method of sampling error computation is from the formula : 

69 69 
S= Lu Lwl{y—y). 
t= #=1 
In this expression : : 

w; = total weight (normalised values) in the 7-th stratum. 
y; = mean of the i-th stratum (weighted) 
¥y = sample mean (weighted) 

By this method, we evaluate an approximate sampling error on the 
basis of variability among the 69 first-stage units. It is a simple formula to 
apply and leads to conservative estimates of sampling error. It is based 
simply on the usual formula for the variance of a linear function of random 
variables each with common variance. The sample weights are the coefficients 
in the linear expression Ps 
y = 2 wy ” 

: ; $m A : ; 

Prin heey patter aoe os tag EC A: 
limitations, are interviewed. This is another measure of clustering. While members of the 
first cluster tend to be similar, those of the second type may well tend to be dissimilar 


because primary and secondary units are often found at the same address. None of 
sampling error calculations made take the second form of clustering into aoente otis 
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and the y; are a sequence of random variables drawn from a population with 
unknown but common variance. Assuming that the relative oversampling 
of income units in the upper rateable value stratum properly equalises the 
variability among the units in the two second-stage strata and that the number 
of sample units in each of the first-stage strata is the same, we are justified 
in using this model. 

All the sampling errors computed by Lydall for the 1952 Survey showed. 
that the values based on the (false) assumption of a purely random sample 
were smaller than the estimates based on the Gray-Corlett formula. Like- 
wise; the computations from the variability among means of first-stage units 
produced estimates slightly larger than those from the Gray-Corlett formula. 
For the 1953 Survey we have computed sampling errors for a somewhat 
larger number of variables and find the same relationships among the three 
sampling errors to prevail in most, but not all, cases. In Table I, we present 
estimated sampling errors for several variables together with their mean 
values. We include the estimate based on the assumption of simple random 


sampling, denoted by Vas Parnes 


2104 
and the estimates based on the variance of first-stage units. 

The sampling error based on the Gray-Corlett formula contains various 
approximations. The sample in its original design did not contain more 
than one district in each stratum; therefore we had to make artificial group- 
ings of districts in order to obtain an estimate of within-stratum variances. 
This is one of the major approximations. Of less importance is the fact we 


treated the term 1—™) as unity and ignored completely the second ternr in 


(1). For the five major conurbations we estimated within-city variance for 
the contribution to (1). Sample estimates of the number of savings units in 
the two rateable value strata were used as population estimates. This treat- 
ment of the five conurbations is more serious as an approximation. Finally, 
the sampling errors for the different constructed strata were combined as in 
(2) using weights showing squared numbers of persons instead of savings 
units. 

It is not surprising that in a few cases our estimated sampling error is 
smaller than that which would have been obtained from a strict random 
sample of 2104 units. In some cases our cluster sample design involves a 
negligible loss of efficiency. A ratio between the squared sampling errors 
computed by the two methods would give an indication of the equivalent 
sample size, i.e. that size random sample yielding the same degree of statistical 
reliability as our cluster sample. This concept would be extremely useful in 
making x? tests for significance of difference between different samples or 
different groups within a sample.? Unfortunately the results in Table I do 


1 This is only approximately correct (cf. footnote 3 on p. 86). In three-quarters of the 
69 first-stage units, however, the number of successful interviews lay in the range 15-44. 

2See T. P. Hill, L. R. Klein and K. H. Straw, op. cit., pp. 107-109 and T. P. Hill, op. 
cit., pp. 164-167. 
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TABLE I 
Sampling Errors, Savings Survey 1953 


Sample Sampling sample variance Variance 
mapa error fee 2104 a/ (Lwi) first-stage 
units 
Average : 
Gross income ... aa te £434 9.4 10.0 9.8 
Liquid asset holdings ... Be £194 15.0 13.4 15.2 
Net worth oot Ee ae £803 83.4 99.7 84.7 
Savings ... 500 a eee £4 2-1 2.8 25 
Contractual savings... = £17 1.0 0.8 0.9 
Durable consumption ... sis £23 1.8 1.6 2.0 
Percentage of income units : 

Feeling better off oes ee) 23:09 1.36 0.91 1.25 
Expecting income increase ...| 20.0% 1.31 0.87 1.30 
Having gross income £1,000 or 

more ... rae pi ae Sua 0.54 0.39 0.50 
Having gross income £2,000 or 

More. ag as aes 0.9% 0.16 0.20 0.17 
Having liquid assets £1,000 or 

MOLE e-- ase tse oA 3.9% 0.46 0.41 0.60 
Having some liquid assets ...| 67.0% 2.09 1.02 1.83 
Having income increase ome | SRASES SE 1.71 1.09 LP 
Having income decrease coe geni 1.06 - 0.74 1.18 
Owning stocks and shares we 4.2% 0.56 0.44 0.75 
Owning motor car am ae 9.3% 0.90 0.63 1.00 
Owning television set ... Bai ees Ei2 0.72 E15 
In age group 45-54... tee PT.995 0.80 0.83 1.02 
Self-employed ... ce aes 4.4% 0.51 0.45 0.55 


not seem to be sufficiently accurate for that purpose. They are best used as 
rough approximations to the actual sampling errors and as little more. 

The estimates based on the variance of first-stage units come very close 
to those made by the Gray-Corlett formula. Because of the simplicity with 
which these estimates can be computed, they seem to be useful as conserva- 
tive approximations. In most, but not all, cases they are slightly larger than 
the estimates from the Gray-Corlett formula. 

The full formula (1) was used to compute the sampling error of the 
estimated percentage of income units in the age class 45-54 without resort to 


the short-cut approximation. This meant restoring the term ( 1i—*) and also 


computing the second term on the right hand side of (1). The five major 
conurbations were treated as before. We chose this particular statistic for 
these trial calculations of the sampling error because this was one of the cases 
in which the simple formula based on the assumption of a strict random 
sample gave a result slightly larger than that from the approximation to the 
Gray-Corlett formula. It was found that the more elaborate computations 
had practically no effect on the final result. Instead of a sampling error of 
0.80, we estimate from the full formula an error of 0.77. 
In Figure 1, we plot a graph of values from the expression : 
P=?) 


2104 
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Fig.1 Sampling Errors of Percentages 
Saving Survey 1953 
percentage 
so 
POP) x100 
40); 
30 
20 
10 
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sampling error 


where p = the fraction of income units having some attribute. Regardless 
of the attribute being considered this curve does not change. The scatter of 
points on the chart are values of the sampling errors of mean percentages 
calculated by the short-cut approximation to the Gray-Corlett formula and 
given in Table I. Each point, pairing a sample percentage and a sampling 
error, represents an attribute listed in Table I. With two exceptions, the 
points lie to the right of the curve, showing the optimal nature of the pure 
random sample. A curve fitted roughly to the scatter of points would give a 
graphical approximation to the sampling error of the percentage of income 
units having most types of attributes in which we would be interested. In 
this way, the limited set of computations made could be extrapolated to a 
wider use. It should be noted, though, that the scatter widens as one 
moves in a north-easterly direction; therefore the position of an extra- 
polated curve bears a great deal of uncertainty for attributes occurring more 
frequently than in about 15 per cent of the cases. 

Mean savings grew by £7 between the Surveys of 1953 and 1954.1 With 
a sampling error in the neighbourhood of {2.7 this growth appears to be 
statistically significant. On the other hand, the percentage of persons with 
an income of £1,000 or more changed by 0.5 between the Surveys of 1952 
and 1953, but this change is not considered to be significant. We have 
noticed a curious bulge in the age distribution in the 1954 sample, since there 
was an increase of 4.2 percentage points in the number of savings units with 
heads in the 45-54 year old class. Is this year-to-year fluctuation due to 
sampling error ? It hardly seems likely because the sampling error is quite 


1 This figure does not take into account the bias in the 1953 sample. See L. R. Klein 
‘ Patterns of Savings—The Surveys of 1953 and 1954’, BuLLeTIN, May, 1955, pp. 178-79. 
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small, only 0.80 percentage points. We conclude that there is some curious 
element in the response rate accounting for this bulge in the age distribution 
—a proneness on the part of these people to respond in 1954. The fluctuation 
did not occur in our actual Survey statistics solely because we had a mere 
sample, a small sample at that. These are illustrations of the various uses to 
which one might put the sampling errors calculated above. 

Other comparisons might well be made among groups within a particular 
survey. We have not computed the more detailed sampling errors for these 
purposes. For example, one might ask whether the observed differences in 
share ownership among occupational groups, say between self-employed 
and managerial groups, are statistically significant. By using the same 
methods and formulae, we could compute sampling errors of the percentage 
of self-employed and the percentage of managers owning stocks and shares. 
With these sampling errors, a statistical test of the significance of the differ- 
ence between mean values (mean percentages) could be effected. 


THE REINTERVIEW SAMPLE OF 1954 

A useful set of sampling errors has been computed for comparison with 
those in Table I. These are sampling errors of the same statistics estimated 
in the 1954 Reinterview Sample, a sub-sample, as explained above, of the 
2104 savings units chosen in 1953. 

The sampling areas are the same as those used in 1953 ; therefore we 
were able to use identical pairings of districts within strata. The sampling 
errors in this survey provide a check upon those computed for the full sample. 

TABLE II 
Sampling Errors, Reinterview Survey 1953-54 


(7954 values) 


| Sample Sampling py wees dade bean 
42. 


| mean error 9 
Average : 
Gross income Sige £478 32 19.0 
Liquid asset holdings Sache hes £205 41 28.5 
Net worth me eee ee uae sles £813 185 L137 
Savings be Bac aes Sas 5 £10 8.4 6.5 
Contractual savings oe Ses aad £20 = | ed 
Durable consumption a a ee £26 29 3.7 
Percentage of income units : | 
Feeling better off ... a es scour eOud Eel ZL. 
Expecting income increase ard Box | 20.05% 3.2 1.9 
Having gross income £1,000 or more oe 4.4% 2. 1.0 
Having gross income £2,000 or more Sas 1.0% 0.6 0.5 
Having liquid assets £1,000 or more _—...|_—-.2.9% 17 0.8 
Having some liquid assets... ... ...| 66.3% 3.0 2.3 
Having income increase? ... eve ere Ost Ye 3.4 2.2 
Having income decrease! ... & Sea SERRE 3.4 2.2 
Owning stocks and shares Oe ce | 2.0 11 
Owning motorcar... .. 0. ss. | 12.0% 25 1.6 
Owning television set We te aN ES 2.2 1.6 
In age group 45-54 ... eos ae Ary ee ee A 2.8 2.0 
Self-employed Stee Gad bere Sed ae 1.6 0.9 


1 Income change based on two reported values, one given at ti i i 
and one given at time of 1954 interview. a piri deet neaybie” 
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We should expect the sampling errors to be larger in the reinterview sample 
because the number of units selected is much smaller. In fact, we would 
expect, in the case of strict random sampling, to find variances in the ratio 
of 429: 2104, or standard errors in the ratio 1/429: /2104 = 1: 2.2. 

The sampling errors in Table II are uniformly greater than those in 
Table I for corresponding items. Moreover the ratios between sampling 
errors in the two surveys are reasonably close to the expected values, most 
of the ratios being about 2:10r3:1. In nearly all cases given in 
Table II the sampling error computed on the basis of an underlying 
strictly random sample is less than that obtained from the Gray-Corlett 
formula, but as was the case with the full 1953 Survey, exceptions have 
been found. These are for some statistics not listed in Table II in addition 
to the case of durable consumption. It is curious that the sample percentage 
in the age group 45-54 which should be readily and accurately estimated by 
the survey samples shows a bulge in both the 1954 full sample and the re- 
interview sample. The fact that the same result appeared in two independently 
selected samples leads us to believe that the bulge is not the result of sampling 
fluctuation. On the basis of the sampling error computed in Table II we 
similarly conclude that the observed differences are too large to be explained 
by chance sampling fluctuations. 

A graph similar to that shown in Fig. 1 for the full sample has also been 


Fig.e Sampling Errors of Percentages 


Re-interview Survey 1953-54 
percentage 


PCP) 100 


sampling error 


plotted. As before we find a scatter of points to the right of the curve traced 
out from the expression p(1—p) 


vey 


The scatter of points shows the same type of variability as in the full sample. 
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THE 1954 SAVINGS SURVEY 


The first-stage units are entirely different in this Survey; therefore it is 
not possible to make the same pairings of districts used in the samples of 
1952, 1953 and the reinterviews of 1954. The close results obtained from 
the simple calculations of variance of first-stage units in the 1953 sample led 
us to make similar calculations for 1954. We, therefore, present a set of 
conservative sampling error estimates based on this method, using the ror 
first-stage units in the 1954 Survey. 


Among the 19 sampling errors computed, 17 are larger in 1954 than in 
1953, comparison being limited to the same method of computation. In one 
case, consumer expenditure on durable goods, the larger variance in 1953 is 
probably due to the fact that the lower limit of expenditure considered was 
£25; whereas in 1954 the lower limit was only {10. The distribution of 
expenditures, therefore, has more zero cases, followed by a jump to amounts 
of £25 and over in 1953. The other case in which 1953 has the larger 
sampling error is for the percentage of savings units having an income 
decrease. Here the difference between the two error estimates is very small. 


TABLE III - 


Sampling Errors, Savings Survey 1954 
(based on variances of first-stage units) 


Sample Sampling 
mean error 
Average : 
Gross income Loe ee ae aes ae Soe £477 12:5 
Liquid asset holdings aan Sar an ee os £252 30.1 
Net worth ... Sas sia a ae Boe ass £1100 85.3 
Savings SS sec 486 sae See ane ase raul 2.8 
Contractual savings ma ats ae se ee £21 1.4 
Durable consumption (items of £10 or more) ... oe £25 1.8 
Percentage of income units : ; 

Feeling better off a ox a ots ot 28.5% 1.50 
Expecting income increase eee x tot =< 25.6% 1.46 
Having gross income £1,000 or more ... sa sais 5.3% 0.69 
Having gross income £2,000 or more ... ese re 0.9% 0.20 
Having liquid assets £1,000 or more... nae anc 5.4% 0.73 
Having some liquid assets ar hee ae ea 68.9% 2.10 
Having income increase ... Soe 36 ook Se SHAS 1.76 
Having income decrease SEC ae =e = 14.9% 1.16 
Owning stocks and shares ae “es ee bc 7.0% 0.98 
Owning motor car vas re es a sae 10.5% 1.14 
Owning television set. 0. |g 88h 130 
In age group 45-54 wae wes me S58 sae 22.1%, 1.13 
Self-employed noo aes me acc She 7.0% 0.89 


The most important difference found between the Surveys of 1953 and 
1954 is in the growth of savings. The error estimates in Table III as in 
Table I cited earlier suggest that the growth in the sample mean from £4 
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to £11 is statistically significant. Similarly we conclude that income rose 
significantly between the two financial years 1952-53 and 1953-54. The big 
fluctuations in the estimated sampling error of liquid asset holdings, probably 
reflects an abnormally low estimate for 1953. Lydall’s estimate for the 1952 
Survey is much closer to the 1954 estimate in Table III. It would seem from 
the sampling error estimates of net worth, that there was a significant growth 
in sample averages between 1953 and 1954, but this is doubtful in view of 
various deficiencies in the 1953 estimates of the average. 


1 This conclusion remains valid even if we adjust the 1953 figures for possible bias due 
to the low response from self-employed units. 
2 See T. P. Hill, op. cit., pp. 146-148. 
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